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ABSTRACT 
More effective management of public finances continues to be the central 
challenge facing all levels of government in India. The fiscal crisis of 1990's was 
precipitated mainly by the growth of public expenditure in the 1980's. An attempt was 
made to resolve this crisis through the introduction of stabilisation and structural 
adjustment programmes. One (}|" the important planks of the stabilisation measures 
was the compression of public expenditure. This was necessary in order to curtail the 
growing revenue and fiscal deficits at the Centre as well as at the State level since 
early nineteen eighties. 
The fiscal measures initiated in 1991 and thereafter proved inefficient as major 
fiscal slippages were observed in 1997-98. The rate of growth of non-developmental 
expenditure was even faster and could not be controlled to a satisfactory level. 
Realising the seriousness of the fiscal situation and the need for fiscal correction, two 
major initiatives were taken by the government, namely, the setting-up of Expenditure 
Reforms Committee in February, 2000 and passing Fiscal Responsibility and Budget 
Management (FRBM) Act in 2003. 
The present study is an attempt to analyse empirically the trends in the Central 
government finances for the period 1980-81 to 2003-04 and to examine various steps 
taken by the government in reforming the system of expenditure management. This 
study is conducted exclusively for Central government expenditure. The study is 
organised into eight chapters. 
The first Chapter is of introductory nature which describes briefly what 
public expenditure means in economics and how it emerged as a separate area of 
interest amongst the researchers of public finance and a matter of concern among 
planners and policy makers. An outline of various leading theories of public 
expenditure growth is also given in this chapter. This is followed by a discussion on 
the philosophy of what reforms, in general imply; and when and why they are needed. 
This is in an attempt to grasp an idea of the nature and the causes of various reform 
measures taken from time to time in the system of public expenditure in India. The 
chapter ends with a description of objectives, database, research methodology and 
limitations of this work. 
The word 'public expenditure' may be defined as the expenditure of the pubHc 
sector where relationships are adequately integrated for a common pursuit. In other 
words, public expenditure is the expenditure incurred by public authorities-Central, 
State and local governments, either for the satisfaction of collective needs of the 
citizens or for promoting their economic and social welfare. The expenditure is also 
incurred by the government for its own maintenance. 
In broad terms, public expenditure is a simple concept. It denotes the 
dispensation by the State, on non-market criteria of economic resources that it has 
acquired from firms and households. Public Expenditure is undertaken to satisfy those 
wants, which the individuals in their capacity, can satisfy only marginally, and that 
too, cannot efficiently. It is because of the fact that such expenditure is always 
associated with the provision of public goods and services such as defence, railways, 
roads, canals, health facilities and large educational and training establishments, etc. 
The people cannot purchase these types of services individually, because their 
consumption is non-rival, nonexcludable and hence, collective in nature. Moreover, it 
would be costlier for an individual to incur such expenditures even in a small portion. 
The State, therefore, incurs those expenditures that the people in their individual 
capacity either would not or cannot incur. 
In the public finance literature, total government expenditure is classified 
depending on the purpose, which it is put to. In India, there is an economic-com-
fiinctional classification of total government expenditure as proposed in the budget 
documents. According to this classification, total government expenditure is 
examined from different angles. It is broadly classified as expenditure on revenue 
account and expenditure on capital account. These categories are further sub-divided 
into developmental and non-developmental expenditures. 
With the growing importance of economic planning in developing countries 
like India, yet another classification of government expenditure has emerged 
assuming greater significance and has been in practice in India since 1985. According 
to this classification, the revenue and capital accounts of the budgets have come to be 
divided into 'plan' and 'non-plan' heads. However all these classifications are not 
completely heterogeneous and some kind of over lapping is found between them. 
With the passage of time, the functions and hence, the role of State in 
economic activities has increased considerably. The subject of public expenditure has 
thus, attracted the attention of not only the economists but also political scientists and 
sociologists. Both the theory and practice of pubUc expenditure had undergone a 
radical change since 1950. 
Amongst various expenditure growth theories, Wagner's law, displacement 
hypothesis, productivity lag hypothesis, development approach, median voter demand 
theory and the role of bureaucratic power are discussed in Chapter 1. It is found from 
the discussion of these theories that no satisfactory generalisation regarding the 
behaviour of public expenditure growth could be made so far. 
Our discussion of reforming a system, in general and system of public 
expenditure managem^ent, in particular highlighted the &ct that if a system has some 
agreed weaknesses, then it needs to be corrected by bringing about significant 
changes to it. This idea has been applied to a modem State in which, government 
performs all functions to ensure social welfare. But to perform all frmctions 
efficiently, government requires huge resources. In order to avoid any kind of 
mismanagement in resources, good governance is thus required. It has been argued 
that for a good governance, the criteria of equity, efficiency and legitimacy should be 
satisfied. Thus, reforms in the system of public expenditure management should not 
be seen independent of these three criteria of good governance. Besides this, the four 
pillars of governance also relevant to public expenditure management are-
predictability, transparency, participation and accountability. 
During the past two decades, there has been a deterioration in the Central 
government finances in India. There is a wide agreement that the budgets of Centre 
and States are seriously out of balance and the restoration of fiscal balance is to be 
achieved. There is not only mismatch between revenue and expenditure resulting 
sizeable revenue and fiscal deficits, the position of government expenditure is also 
quite out of line with the proper role that the governments should be playing and the 
functions they should be performing at the present stage of development. The fiscal 
crises, however, would not have assumed such grave proportions, if expenditures 
were largely diverted to finance planned development. Much of this expenditure was 
unproductive. Consequently, the non-developmental expenditure of the Centre has 
been registering high growth and has claimed a larger percentage of the total 
government expenditure. Hardening of the budget constraint on the one hand, and 
gvealet awareness to \mpTOve efRckncy in taansfoTOving pMblk expendituies into 
outputs and outcomes, on the other, underlined the need to improve process and 
strengthen institution in Public Expenditure Management. 
The main objectives of the present study are as follows: 
(i) to analyse empirically the growth in aggregate Central government 
expenditure and developmental and non-developmental expenditures 
along with their components for the period 1980-81 to 2003-04, 
(ii) to identify main factors influencing the growth of expenditure and 
(iii) to examine various efforts made by the government from time to time in 
reforming the system of expenditure management. 
In order to support these objectives, following hypotheses were developed and 
tested during the course of this work: 
(i) Wagner's Law; that the growth of government expenditures in India has 
been much faster than the growth of national income over the period 
under study and the rapid growth in expenditures is the result of several 
economic as well as non-economic factors, as stated by Wagner, 
(ii) economic reforms, initiated in India in 1991 did not have any significant 
impact on the size and composition of Central government expenditures 
and 
(iii) the increase in the price index of public sector goods relative to the 
economy has also caused a jump in Central government finances. 
In Chapter 2 of this thesis, a brief survey of theoretical as well as empirical 
works on public expenditure is presented. The literature reviewed in this chapter 
comprises of time series as well as cross sectional studies. The theoretical review 
suggests that no general theory of public expenditure could be established completely 
owing to the intricate relationship of the variables both economic and non-economic 
and public expenditure. Likewise, most of the empirical research on this subject 
concentrated on the complex relationship between public expenditure (both in 
aggregate as well as category-wise) and other economic as well as non-economic 
variables. These studies relate to various aspects of government expenditure. A closer 
examination of the empirical studies reveals that even if one aspect of public 
expenditure is considered, studies are diverse in respect of their findings. This is 
either due to the type of data they have used or on account of the differences in the 
methodology employed by them. We have also reviewed various initiatives of the 
government of India over last fifty years for reforming the system of public 
expenditure management and also tried to examine their implementation process. 
In the third Chapter, trends in total government expenditure are analysed in absolute 
as well as in relative terms. The analysis of the trends in aggregate Central 
government expenditure reveals that over a period of 24 years from 1980-81 to 2003-
04, the observed growth of expenditure has been much higher than what is found, 
when converted in per capita real terms. The real per capita expenditure at 1993-94 
prices increased by 2.11 times only as against the increase in total real expenditure by 
3.36 times and the expenditure in nominal terms rose by 9.76 times over the period 
under study. This reflects the significance of population and prices influencing the 
growth of government expenditure. Further more, the increase in expenditure in 
relation to national income (GDP (at factor cost) in our case) has been slightly less 
than to-fold over the study period. 
The growth of government expenditure on revenue account was more 
pronounced than that on capital account both in nominal and in real terms. The 
correlation coefficient between expenditure on revenue and capital accounts in real 
terms is found to be negative (-0.27) for the period 1980-81 to 2003-04, indicating 
that in real terms, expenditure on revenue account has increased at the cost of 
expenditure on capital account. This is not a good sign in view of growing need for 
investment in infi^astructure and basic social services. 
For a more comprehensive analysis, we have divided the study period in to 
two periods, namely, the pre-reform period from 1980-81 to 1990-91 and the post-
reform period from 1990-91 to 2003-04. The comparison of government expenditure 
growth between pre-reform and post-reform periods shows that the growth of 
government expenditure has been higher during pre-reform period than during post-
reform period, both in nominal as well as in real terms. This is also true when 
expenditure is analysed in relation to population and GDP (at factor cost). It has been 
observed that the average share of government expenditure in GDP (at factor cost) has 
increased on revenue account but declined on capital account from pre-reform period 
to post-reform period. Also, the decline on capital account was so sharp in 
comparison to the increase on revenue account that the average share of total 
expenditure in GDP also fell marginally from pre-reform period to post-reform 
period. The annual average growth rate of expenditure during pre-reform period was 
even higher than that of GDP (at factor cost). Similar case is observed when the 
expenditure is decomposed into revenue and capital accounts. A high positive 
correlation of 0.93 during pre-reform period and a negative correlation of-0.54 during 
post-reform period between revenue and capital accounts of expenditures in real terms 
out lines the fact that it was during post-reform period that government had to curtail 
large part of its capital expenditure to meet current obligations and to fill up the gap 
on revenue account. However, deterioration on revenue account started since the mid 
1980's. The annual percentage changes over previous year in aggregate Central 
government expenditure exhibit more fluctuations on capital account and less on 
revenue account, when the impact of price changes is not eliminated. However, when 
converted in per capital real terms, sharp fluctuations are visible on revenue account 
relative to capital account in the annual growth of government expenditure, except 
during pre-reform period, when fluctuations on capital account were larger. 
The elasticity coefficients of total Central government expenditure with 
respect to GDP (at factor cost), both in nominal as well as in real terms at 1993-94 
prices fell fi:om pre-reform period to post-reform period. It was more than unity on 
revenue account both in nominal as well as in real terms during pre-reform period, 
post-reform period and during the entire study period. But a negative elasticity 
coefficient is found on capital account in real terms during post-reform period and 
during the study period as a whole. The elasticity coefficient of per capita real 
expenditure with respect to per capita real GDP (at factor cost) has been higher on 
revenue account and lesser on capital account, when compared with its elasticity 
coefficient in nominal and in real terms. The negative income elasticity coefficient of 
expenditure on capital account is also observed when the influence of prices and 
population is eliminated. This makes the picture more clear that the degree of 
responsiveness of government expenditure with respect to national income, when 
there is no influence of price changes and population growth, is greater on revenue 
account than that on capital account. Further, it may also be inferred that in order to 
meet its current expenditure, the government has reduced capital expenditure. 
In chapter 4, an attempt is made to trace the growth of developmental and 
non-developmental expenditures. Trends in aggregate Central government 
expenditure do not reflect the areas where government's focus has been more and 
which are the areas where government gave less priorities. For this purpose, aggregate 
expenditure is decomposed into the developmental and non-developmental 
expenditures. The trends in these two categories of expenditures highlight some series 
facts. The significant impact of fiscal correction programmes in the era of economic 
reforms may be seen on developmental expenditure whose annual average growth rate 
has fallen from pre-reform period to post-reform period not only in nominal terms but 
also in per capita real terms. Further more, the growth on capital account in per capita 
real terms was negative during pre-reform and post-reform periods. The share of 
developmental expenditvire in total expenditure as well as in GDP (at factor cost) has 
also declined from pre-reform period to post-reform period. 
Likewise, the annual average growth rate of non-developmental expenditure 
has come down from pre-reform period to post-reform period in nominal terms, in 
real terms and in real terms per head of population. But the relative share of non-
developmental expenditure in total expenditure as well as in GDP (at factor cost) has 
gone up on average from pre-reform period to post-reform period. Besides this, 
correlation coefficient between capital account of developmental expenditure and 
revenue account of non-developmental expenditure in per capita real terms is found to 
be negative. Moreover, as stated in preceding paragraph, annual average growth rate 
on capital account in case of per capita developmental expenditure in real terms was 
negative during pre-reform and post-reform periods. However, the revenue account of 
per capita non-developmental expenditure in real terms registered a high annual 
average growth rate during these sub-periods. This indicates that in per capita real 
terms, non-developmental expenditure on current account has been financed through a 
reduction on capital account of developmental expenditure during pre-reform and 
post-reform periods. This seems contrary to what government is committed in respect 
of increasing expenditure on developmental areas like physical and social 
infrastructure, poverty alleviation programmes, sustaining agriculture growth, etc. 
The impact of prices and population seems more sharp when total expenditure 
is disaggregated into developmental and non-developmental components. It has been 
foimd from our analysis that during 1980-81 to 2003-04, the total developmental 
expenditure has increased by 17.52 times in nominal terms, by 2.98 times in real 
terms and by 1.87 times in real terms per head of population. Likewise, the non-
developmental expenditure has risen by 28.02 times in nominal terms, by 4.77 times 
in real terms and by 2.99 times in real terms per head of population. This shows that 
the growth of both developmental and non-developmental expenditures is reduced by 
almost one-sixth, when the influence of price changes alone is eliminated and even 
after discarding the price changes, the growth of expenditure is ftirther reduced by 
almost half, when the impact of population is also eliminated. But when both 
developmental and non-developmental expenditures have been converted in per capita 
real terms, the growth of non-developmental expenditure during 1980-81 to 2003-04 
is almost twice of the growth of developmental expenditure, when looked in absolute 
terms and by almost four times, when looked in terms of annual average growth rate. 
The annual growth in developmental and non-developmental expenditures 
over previous year reveals more fluctuations on capital account and less on revenue 
accoimt in case of both developmental and non-developmental expenditures, in 
nominal as well as in real terms. However, when converted in per capita terms, higher 
fluctuations on revenue account relative to capital account were observed in the 
armual growth over previous year in case of both developmental and non-
developmental expenditures for the entire study period, both in nominal and in real 
terms. These fluctuations have declined on revenue account, but increased on capital 
account in case of both per capita developmental and per capita non-developmental 
expenditures from pre-reform period to post-reform period. 
Elasticity of per capita developmental expenditure in real terms with respect to 
per capita real GDP (at factor cost) was 2.49 during pre-reform period, which came 
dovm to 0.71 during post-reform period. But on capital account, it was negative both 
during pre-reform and post-reform periods as well as for the entire period. This 
indicates that during our study period, a proportionate increase in national income let 
to a proportionate decline in developmental expenditure on capital account in per 
capita real terms. This is alarming in view of the growing investment priorities in 
many developmental areas like agriculture, infrastructure, etc. The problem would not 
have been so serious if the elasticity coefficients were not negative. The negativity of 
the elasticity coefficient indicates an inverse impact of economic growth on 
developmental expenditure on capital account. Though during post-reform period, 
income elasticity of non-developmental expenditure was also negative on capital 
account in per capita real terms. However, the income elasticity coefficient of total 
non-developmental expenditure in per capita real terms was more than unity and so 
was the case on revenue accoimt for the entire study period as well as during pre-
reform and post-reform periods. 
The fifth chapter is devoted to the analysis of components of developmental 
expenditure. For analytical purpose, broad components of developmental expenditure 
(compiled firom Indian Public Finance Statistic), namely, social and conmiunity 
services, general economic services and other economic services are analysed. The 
trend analysis carried out in this chapter suggests that the growth of expenditure on 
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social and community services in real terms at 1993-94 prices was much lower than 
its growth in nominal terms over the entire period under study. The growth on capital 
account was almost half of that on revenue account both in nominal and in real terms. 
Further, the decline in the elasticity coefficient of social and community services and 
in its annual average growth rate fi-om pre-reform period to post-reform period, both 
in nominal and in per capita real terms, suggests that despite large concerns of the 
government and social scientists for increasing social sector spending, a lot has to be 
done on this fi^ont. Further, even in the post-reform period, it is inevitable for the 
government to curtail wasteful expenditure and to divert the resources for social 
sector schemes, though, one can be optimistic as the average of real per capita 
expenditure on social and community services increased fi-om Rs.85.18 in pre-reform 
period to Rs. 123.91 during post-reform period. The correlation coefficient between 
revenue and capital accounts in case of social and community services is found to be 
negative in per capita real terms for the entire period as well as during post-reform 
period 
Among the components of social and commimity services, education, arts and 
culture constituted the maximum share on average, for the entire study period, which 
has also increased from pre-reform period to post-reform period. The share of 
medical, public heath, sanitation and water supply, however, remained almost 
stagnant during the period under study. The least share is accounted for by urban 
development, which has also declined from pre-reform period to post-reform period. 
Similar decline is observed in the case of scientific services and research. 
General economic services of the Central government include investment in 
general financial and trade institutions, special backward areas, foreign trade and 
export promotion, co-operation, etc. Total government expenditure on these services 
has fallen form Rs.544.65 crores to Rs.437.63 crores in nominal terms and it came 
down from Rs. 1678.27 crores to Rs.229.63 crores in real terms at 1993-94 prices 
during 1980-81 to 2003-04. The total per capita expenditure on general economic 
services has shown a regular increase from 1985-86 to 1990-91 and a decrease till 
1993-94, both in nominal and in real terms. 
As regards various components of general economic services, foreign trade 
and export promotion constitutes the largest share of 59.63 percent followed by 
investment in general financial and trade institutions 24.19 percent, international 
financial institutions 9.76 percent, other services 6.27 percent, co-operation 3.91 
percent and 0.59 percent share of special and backward areas. 
In addition to general economic services, agriculture and allied services, 
industry and mineral, transport and communication, railways, post and telegraph, etc. 
are also economic in nature as the expenditure of the government on these services 
enhances the productive capacity of the economy and generates more income and 
employment to the people. These services are put together under the category of other 
economic services for analysis. The annual average growth rate of expenditure on 
these services was -0.26 percent in per capita real terms, 1.78 percent in real terms 
and 10.21 percent in nominal terms during 1980-81 to 2003-04. The annual average 
growth rate of total expenditure on other economic services shot up considerably in 
nominal terms, in real terms and in per capita real terms from pre-reform period to 
post-reform period. Its income elasticity is found to be higher in per capita real terms 
than in nominal terms for the entire study period. This elasticity coefficient has fallen 
from pre-reform period to post-reform period, both in nominal and in per capita real 
terms. In real terms, average per capita expenditure on other economic services has 
declined from pre-reform period to post-reform period, because increase on revenue 
account was offset by a faster decline on capital account. The negative correlation is 
observed between revenue and capital accounts of other economic services in per 
capita real terms during pre-reform period. 
Among various components of other economic services, agriculture and allied 
services accounted for the largest share of 38.26 percent on an average followed by 
industries and minerals 35.11 percent, transportation and communication 25 percent, 
railways 15.75 percent and post and telegraph 2.81 percent during the period 1980-81 
to 2003-04. It has also been observed that during this period, the share of agriculture 
and allied services and transportation and communication got almost doubled with an 
increase in their average shares from pre-reform period to post-reform period. 
However, the shares of industry and minerals, railways and post and telegraph have 
come down over this period with a fall in their averages from pre-reform period to 
post-reform period. 
A point that has been observed with regard to the three services under 
discussion is that the annual percentage changes in these services over previous year 
in per capita real terms reveal large fluctuations on revenue account in case of social 
and community services, on capital account in case of general economic services and 
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again on revenue account in case of other economic services during 1980-81 to 2-003-
04. During pre-reform period, both social and community services and general 
economic services, in per capita real terms, exhibited sharp fluctuations in their 
annual percentage changes on capital account. However, during post-reform period, 
more fluctuations on capital account are visible only in the armual percentage change 
in other economic services. 
During the period 1980-81 to 2003-04, expenditure on social and conmivinity 
services has grown almost 26.93 times in nominal terms, 4.59 times in real terms and 
about 2.85 times in per capita real terms. On general economic services, it was 0.81 
times in nominal terms, 0.14 times in real terms and 0.09 times in per capita real 
terms. Similarly, expenditure on other economic services in nominal terms, in real 
terms and in per capita real terms grew by nearly 15.09 times, 2.57 times and 1.61 
times respectively. This indicates that expenditure on these services over the study 
period has increased almost six time only because of inflationary pressure and about 
twelve times because of both population growth and inflationary pressure. 
As percent of developmental expenditure, other economic services accounted 
for the largest average share of 30 percent followed by the average share of social and 
community services 21.09 percent and general economic services 4.35 percent during 
1980-81 to 2003-04. During this period, where as the average share in case of social 
and community services and general economic services in developmental expenditure 
was greater on revenue account than on capital account, in case of other economic 
services, capital account attracted the larger share as compared to the share on 
revenue accoimt. The average share in developmental expenditure of social and 
community services increased, but that of general economic services and other 
economic services declined from pre-reform period to post-reform period. The shares 
of social and community services and general economic services showed large 
fluctuations on capital account, whereas that of other economic services on revenue 
account for the entire study period. The same is also observed during post-reform 
period. But during pre-reform period, the shares of all these three components 
depicted sharp fluctuations on capital account 
The largest average share in total expenditure has been that of other economic 
services followed by social and commimity services and general economic services. 
Whereas the average share of general economic services and other economic services 
declined, the average share of social and conmiunity services increased slightly from 
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pre-reform period to post-reform period. On the other hand, the share of all these 
services in GDP (at factor cost) declined from pre-reform period to post-reform 
period. The average share of social and community services in total expenditure as 
well as in GDP (at factor cost) is much less than what is required. The share of social 
and community services, general economic services in total expenditure as well as in 
relation to GDP (at factor cost) indicate large fluctuations on capital account as 
compared to those on revenue account for the entire study period and during pre-
reform period. However, during post-reform period, share of other economic services 
in total expenditure exhibited sharp fluctuations on revenue account than capital 
account. 
The largest share in total expenditure is accounted for by industries and 
minerals 3.97 percent followed by agriculture and allied services 3.41 percent, 
education, arts and culture 2.19 percent and finally, the share of medical, public 
health, sanitation and water supply 0.83 percent on average during 1980-81 to 2003-
04. It has been found that the average share of agricultvire and allied services, 
education, arts and culture and medical, public health, sanitation and water supply 
rose from pre-reform period to post-reform period, except industries and minerals 
which registered a fall in its average share. Non of these categories, however, revealed 
any systematic trend throughout the period under study. When these components are 
examined in relation to GDP (at factor cost), almost similar trends are visible. 
Chapter 6 deals with the analysis of the components of non-developmental 
expenditure. For analytical purposes, we have considered defence expenditure, 
expenditure on committed liabilities (comprising of interest payments, administrative 
services and pension and other retirements benefits) and the rest categories of non-
developmental expenditure such as border road, fiscal services, organs of State, etc. 
are lumped together under the head of miscellaneous services. Expenditure on 
committed liabilities has increased rapidly with an armual growth rate of 24.15 
percent in nominal terms, 10.06 percent in real terms and 7.86 percent in per capita 
real terms during 1980-81 to 2003-04. But this annual average growth rate fell 
considerably in nominal terms, in real terms and in per capita real terms from pre-
reform period to post-reform period. Its income elasticity was 1.62 in pre-reform 
period, 1.00 in post-reform period and 1.30 in the period as a whole under study in 
nominal terms. But in per capita real terms, this elasticity coefficient was 3.46 during 
pre-reform period, 1.35 during post-reform period and 2.12 for the entire study period 
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(being higher than those in nominal terms). During the period 1980-81 to 2003-04, 
per capita expenditure on committed liabilities has increased by 29.6 times in nominal 
terms and by 5.04 times in real terms. Here, it may be interesting to recall that over 
this period, the increase in expenditure on committed liabilities was 47.2 times in 
nominal terms, 29.6 times in nominal terms per head of population, 8.03 times in real 
terms at 1993-94 prices and 5.04 times in real terms per head of population. On 
comparing these trends, it may be said that nearly 6 times increase in expenditure on 
committed liabilities is contributed by price changes alone, whereas the growth of 
population and price changes together contribute more than 9 times increase in the 
expenditure on committed liabilities. 
Among three components of committed liabilities, interest payments constitute 
the largest share of 81.15 percent on average followed by the average share of 
administrative services 11.78 percent and finally, pension and other retirement 
benefits 7.07 percent during 1980-81 to 2003-04. The average share of administrative 
services declined, whereas that of pension and other retirement benefits rose fi-om pre-
reform period to post-reform period. But the average share of interest payments did 
not show any sign of change over these sub-periods. 
Over a period, defence expenditure has emerged as a major source of non-
developmental expenditure. It is, however, justified in view of the situation on the 
border due to growing tension with neighbouring countries in recent times. For this 
reason, defence expenditure, both in nominal and in real terms, has grown at annual 
average growth rates of 12.65 percent and 4.03 percent respectively during 1980-81 to 
2003-04. During the same period, its annual average growth rate in per capita real 
terms was just 1.95 percent. It witnessed rapid increase on capital account than on 
revenue account in absolute terms as well as in terms of annual average growth rate. 
Annual average growth rate of defence expenditure has come down from 15.46 
percent to 12.37 percent in nominal terms, from 6.66 percent to 4.86 percent in real 
terms at 1993-94 prices and fi:om 4.41 percent to 2.85 percent in per capita real terms 
from pre-reform period to post-reform period. The elasticity of per capita defence 
expenditure with respect to per capita GDP (at factor cost) in real terms was 0.54 
during 1980-81 to 2003-04, which fell from 1.22 during pre-reform period to 0.76 
during post-reform period. This elasticity was lower than that in nominal terms, 
except during pre-reform period. It has also been found that the average per capita 
defence expenditure increased nearly three fold from Rs. 119.47 in pre-reform period 
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to Rs.361.66 in post-reform period in nominal terms. It also increased in real terms 
from Rs.230.33 to Rs.268.31 during both these periods. The correlation between 
revenue and capital accounts of defence expenditure in per capita real terms was 
much higher during post-reform period (0.79) than during pre-reform period (0.25). 
The annual percentage change in per capita defence expenditvire over previous year 
were observed to be high on capital account in nominal terms and on revenue account 
in real terms for the entire study period as well as during pre-reform and post-reform 
periods 
Total expenditure on miscellaneous services has grown nearly by 6.56 times in 
nominal terms, 1.11 times in real terms and 0.7 times in per capita real terms during 
1980-81 to 2003-04. Its annual average growth rates for this period in nominal, in real 
and in per capita real terms were respectively 11.01 percent, 2.92 percent and 0.47 
percent. Expenditure under this category, however, exhibited more fluctuations due to 
declining trends in real terms than in nominal terms throughout the period under 
study. Sharp fluctuations are visible on capital account only during pre-reform period. 
The income elasticity of miscellaneous services in per capita real terms was less than 
that in nominal terms for the entire study period as well as for the two sub periods of 
pre-reform and post-reform. The correlation coefficient between revenue and capital 
account of miscellaneous services in per capita real terms was also very low (0.03) 
during 1980-81 to 2003-04. 
A comparison of pre-reform and post-reform periods would indicate a fall in 
the armual average growth rate of total expenditure on miscellaneous services in 
nominal, in real and in per capita real terms from pre-reform period to post-reform 
period. During post-reform period, negative annual average growth rate and negative 
elasticity coefficient were observed in miscellaneous services in per capita real terms. 
A closer examination of the growth of per capita expenditure on miscellaneous 
services indicates whereas it has gone up from about Rs.97.00. in 1980-81 to about 
Rs.400 in 2003-04 in nominal terms and came dovm from Rs.298.85 to Rs.209.45 in 
real terms over this period. The growth of total per capita expenditure on 
miscellaneous services is relatively much higher during pre-reform period than during 
post-reform period in nominal terms. On the other hand, in real terms, it increased 
rapidly during pre-reform period but declined by more than half during post-reform 
period. 
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Among the selected components of miscellaneous services, treinsfers to States 
and UT's constitute the highest average share of 63.67 percent, followed by major 
subsidies 32.13 percent, fiscal service 10.79 percent, and border roads 0.39 percent 
over the period under study. None of these components of miscellaneous services 
reveals a systematic pattern of growth. 
The average share of committed liabilities, defence and miscellaneous services in 
non-developmental expenditure were 51.79 percent, 31.71 percent and 48.46 percent 
respectively during 1980-81 to 2003-04. A point to be noted is that the share of 
defence expenditure in non-developmental expenditure has been higher on capital 
account than on revenue account during the study period. But the growth in the share 
of miscellaneous services in non-developmental expenditure has been much higher on 
capital accoxmt than on revenue account from 1980-81 to 1996-97. In fact, during this 
period, the share on capital account has been much above 100 percent but after 1997-
98 following the fiscal imbalances in the economy, this share came down and became 
negative in 2003-04. This may be due to large efforts made by the government in 
reducing the volume of non-developmental expenditure. 
The share of the three components under discussion in total expenditure 
reveals that committed liabilities have attracted on average, the greatest share of 
government resources followed by miscellaneous services and finally defence. The 
average share of committed liabilities has gone up, while that of defence and 
miscellaneous services came down from pre-reform period to post-reform period with 
lesser fluctuations in these two categories than in committed liabilities. During pre-
reform period, the largest share was constituted by miscellaneous services, less by the 
committed liabilities and least by defence. Likewise, the share of these components in 
GDP (at factor cost) maintained almost the same order. 
Over 24 years from 1980-81 to 2003-04, interest payment has been the largest 
growing item of total expenditure as regards its average share. It is followed by the 
average share of defence expenditure, major subsidies, administrative services, fiscal 
services and pension and other retirement benefits. Among the components of non-
developmental expenditure, which witnessed an increase from pre-reform period to 
post-reform period, the sharp increase can be noticed in the share of interest payment, 
while administrative services and pension and other retirement benefits showed slight 
increase over these periods. On the other hand, subsidies, fiscal services and defence 
have registered a decline in their average shares from pre-reform period to post-
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reform period. No other component, except interest payment, showed systematic trend 
over the period under study. Interest payment depicts continuous increase till 1997-98 
and since then, it increased with some years showing marginal fall. Interest payment 
as percent of GDP also showed an increasing pattern for the entire period under study, 
except the years from 1995-96 to 2003-04, when it recorded fluctuations. 
In Chapter 7 of the thesis, we attempted to identify the main factors which 
seem convincing to have influence the growth of government expenditure. For our 
empirical analysis, six factors, namely, per capita income, index of trade openness, 
technological change, relative price index of public sector goods, socio-cultural and 
political philosophy of the coimtry and lag value (by one period) of the dependent 
variable have been chosen and are hypothesised to influence the growth of 
govenunent expenditure significantly. Four variants of government expenditure have 
been identified as dependent variables and are expressed in real per capita terms. 
These include total expenditure, defence expenditure, committed expenditure zind 
non-developmental non-committed expenditure. The period of analysis is restricted to 
post-reform period only (i.e., 1990-91 to 2003-04). 
The regression results suggest that per capita income, index of trade openness, 
technological change, relative price index of public sector goods, socio-cultural and 
political philosophy of the country and lag value (by one period) of the dependent 
variable (expenditure), taken together, explain 94.3 percent of the variation in total 
expenditure, 92.7 percent of the variation in defence expenditure, 98.2 percent in 
committed expenditure and 89.3 percent in non-developmental non-committed 
expenditure. Per capita income is the only significant explainatory variable for all 
categories of government expenditure. It explains alone nearly 78.2 percent of the 
variation in total expenditure, nearly 83.9 percent of defence expenditure, 96.1 
percent of committed expenditure and nearly 67.9 percent of non-developmental non-
committed expenditure. This finding confirms the findings of earlier studies on the 
subject and leads us to infer that Wagner's law holds in case of India for aggregate as 
well as for various components of Central government expenditure even in the short 
run. The lag values of total expenditure and defence expenditure are also found 
significant, indicating the impact of bureaucratic power on the growth of government 
expenditure. But no such statistical significance is witnessed in the case of lag values 
of committed expenditure and non-developmental non-committed expenditure. For 
other explainatory variables also, no statistical significance is observed for our data. 
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The signs of per capita income, relative price index of public sector goods and that of 
lag value of expenditure category are in confirmity with the priory economic theory. 
However, for defence expenditure, the sign of relative price index of public sector 
goods is negative, which is against the basic premise. Socio cultural and political 
philosophy of the country occurs with a positive sign in case of defence expenditure 
and committed expenditure, which supports the findings of earlier studies. 
Results of Partial Adjustment model for developmental and non-
developmental expenditures reveal that about 98.8 percent of the total variation in 
developmental expenditure is explained by the level of economic development and 
the developmental expenditure of the previous period, taken together. On the other 
hand, 99.6 percent of the total variation in non-developmental expenditure is 
explained by the level of economic development and the previous value of non-
developmental expenditure, taken together. Further more, the speed of adjustment 
between the actual and the desired levels is greater in case of non-developmental 
expenditure (X,=0.524) than in case of developmental expenditure (A,=0.235). 
Finally, chapter 8 of this thesis presents the main findings of the present work 
and outlines some policy recommendations in the light of our findings. 
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PREFACE 
Until the early eighty's, India enjoyed a surplus on revenue account which was 
available to finance in part the deficit on capital account, a deficit that is normal for a 
developing country. However, since 1983-84, current revenue surpluses turned into 
deficits. This meant that the government had to borrow at home and abroad, not only 
to finance its investment, as would normally be the case in a developing country, but 
also its current consumption. Fiscal deficits, as published in government budget 
documents, have tended to understate the real imbalances. 
Unfortunately, continued high level of fiscal and revenue deficits combined 
with imbalances in other macro economic parameters contributed to the crisis of 
1991. Therefore, one of the objectives of the then Finance Minister Dr. Manmohan 
Singh's reform of 1991 was to reduce the Central government's fiscal deficit to a 
considerable extent (less than 4%). A significant part of the fiscal correction in the 
early nineties was through reduction in development spending, particularly capital 
spending, a not very desirable outcomes. On the other hand, almost half of the Central 
government's expenditure was accounted for by interest payments, defence outlays 
and transfers to State governments. Central government's decisions not to accept 
recommendations of the fifth pay commission to reduce government employment by 
30 percent over 10 years, fiscal slippages in 1997-98, conflicts in Kargil and the 
associated increase in expenditure in 1999, etc. have added to the rapid growth of non 
developmental expenditures, and that too, more on revenue account. Government's 
decision to set up Expenditure Reforms Commission, reintroduction of zero-base 
budgeting and passing of Fiscal Responsibility and Budget Management (FRBM) Act 
were considered hopeful signs. Hardening of the budget constraint on the one hand, 
and greater awareness to improve efficiency in transforming public expenditures into 
outputs and outcomes, on the other, underlined the need to improve process and 
strengthen institution in Public Expenditure Management. 
It is against this backdrop that the present study is under taken. It focuses on 
those areas of Central government finances where some rationalisation is possible. 
Therefore, in this study, an attempt has been made to analyse empirically trends in 
aggregate Central government expenditure, developmental and non-developmental 
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expenditures and their components for the period 1980-81 to 2003-04. For a more 
comprehensive analysis, we have divided the study period into two sub-periods, 
namely, the pre-reform period from 1980-81 to 1990-91 and the post-reform period 
from 1990-91 to 2003-04. Identification of major factors that are likely to influence 
the growth of government expenditure in India has also been attempted using multiple 
regression analysis. The basic limitation of this study is that it excludes expenditure of 
the States, which forms a large part of total combined expenditure of the Centre and 
States. 
According to the need of the present work, the whole study is divided eight 
chapters. The first chapter begins with the concept and growing significance of public 
expenditure. It also describes some of the prominent expenditure growth theories. An 
attempt is also made to examine the issue of reforming any system, in general and the 
system of public expenditure management, in particular. The chapter ends with the 
brief description of data base and research methodology. 
In chapter 2, a brief survey of the theoretical and empirical studies on public 
expenditure is presented so as to have enough idea for empirical analysis to be carried 
out in the subsequent chapters. In fact, this study is inspired by ample literature 
concerning various issues of government finances which need a carefial examination 
in case of India. But neither theoretical underpinnings nor empirical formulations 
could indicate any satisfactory generalization, which may be utilised for our analysis. 
Our understanding of various efforts to reform the system of public expenditure 
management in India has been made easier by the recent work of Premchand (2008). 
In chapter 3 of this study, trends in aggregate Central government expenditure 
have been examined, while fourth chapter deals with the analysis of developmental 
and non-developmental expenditures. Chapter 5 and chapter 6 are devoted to the 
analysis of components of developmental and non-developmental expenditures 
respectively. 
Amongst various factors that may affect the growth of government 
expenditure directly or indirectly, prices and population have been found to be the 
significant once in our case. In addition to this, multiple regression analysis is carried 
out in chapter 7 of this study to identify other explanatory variables affecting the 
growth of government expenditure 
Finally, chapter 8 presents the main findings of the work and outlines some 
policy recommendations in the light of our findings. 
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The word 'public expenditure' may be defined as the expenditure of the public 
sector where relationships are adequately integrated for a common pursuit. In other 
words, public expenditure is the expenditure incurred by public authorities-Central, 
State and local government, either for the satisfaction of collective need of the citizens 
or for promoting their economic and social welfare. The expenditure is also incurred 
by the government for its own maintenance. 
Thus, public expenditure is the branch of Public Finance constituting the study 
of money spending activities of the State or government from the financial viewpoint. 
It studies how finances of the government-Central, State or local, both in terms of 
cash and kind, are spent or should be spent to enable the State to perform its activities 
according to its aboard goals. Public expenditure includes current and capital 
expenditures and involves the behaviour of the government-Central, State and local in 
relation to the pattern of such expenditure. 
In broad terms, public expenditure is a simple concept. It denotes the 
dispensation by the State, on non-market criteria of economic resources that it has 
acquired from firms and households. Public expenditure is undertaken to satisfy those 
wants, which the individuals in their capacity, can satisfy only marginally, and that 
too, cannot efficiently. It is because of the fact that such expenditure is always 
associated with the provision of public goods and services such as defence, railways, 
roads, canals, health facilities and large educational and training establishments, etc. 
The people cannot purchase these types of services individually, because their 
consumption is non-rival and non-excludable and hence, collective in nature. 
Moreover, it would be costlier for an individual to incur such expenditure even in a 
small portion. The state, therefore, incurs those expenditures that the people in their 
individual capacity either would not or carmot incur. 
1.1: Classification of Public Expenditure in India 
In the public finance literature, total government expenditure is classified 
depending on the purpose which it is put to. The purpose of expenditure classification 
has grown over the years and has generally kept pace with the growth and increasing 
complexity of public expenditure. Samuelson (1954, 1955), Dalton (1954), Piguo 
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(1962), etc. have made attempts to classify government expenditure on the benefit 
criterion. 
In India, attempts have been made to classify government expenditure 
according to the growing responsibilities held by the government and also guided by 
the considerations of transparency and management. It is well known that the earliest 
Indian economic classifications of government budgets were prepared in the late 
1950's and early 1960's by the Central Government Finance Ministry and two non-
government bodies, namely, Punjab University and the National Council of Applied 
Economic Research (NCAER). The Central Finance Ministry has maintained a 
continuous series for the Central government budget since 1957, expanding the 
economic classification into an economic-cum-functional since 1967 (Toye, 1981). 
At present, the annual budget of the Union government of India contains data 
on two broad heads of government expenditure, viz., revenue account and capital 
account. Expenditure on revenue account does not result in the creation of assets. It is 
incurred for the normal ruiming of government departments, various services, and 
interest payments on debt. On the other hand, capital expenditure results in the 
creation of assets and enhances the productive capacity of the economy. It consists of 
expenditure used for the acquisition of assets like land, buildings, machinery, 
equipment, investment in share etc., and loans and advances granted by Central 
government to State governments, government companies, corporations and other 
parties for the development purposes. 
The classification, mentioned above, however, does not convey the sense as to 
what portion of government money is spent on developmental activities and what 
goes to non-developmental uses. Therefore, expenditure on revenue and capital 
accounts are further classified as developmental and non-developmental expenditures. 
It is interesting to note here that neither all expenditures on capital account are 
developmental in nature nor all expenditures on revenue account are of non-
developmental type. Developmental expenditure, both on revenue and on capital 
accounts includes items such as education, medical care, public health and family 
plaiming, labour and employment, agriculture and animal husbandry, co-operation, 
rural and community development projects, irrigation, transport and communication, 
etc. On the other hand, expenditure under the heads like defence, collection of taxes 
and duties, administrative services, interest on debt and other services, subsidies, 
stationary and printing and expenditure on general services is grouped under non-
developmental expenditure. 
But the distinction between these two heads of expenditures, both on revenue 
and capital accounts, cannot be followed rigidly, for, there are a few components of 
non-developmental expenditure such as capital outlay on rehabilitation, 
administration and relief, which help directly or indirectly in the economic 
development of the country. For analytical purposes, the present study has used this 
classification of government expenditure. 
With the growing importance of economic planning in developing countries 
like India, yet another classification of government expenditure has emerged 
assuming greater significance and has been in practice in India since 1985. According 
to this classification, the revenue and capital accounts of the budget have come to be 
divided into 'plan' and 'non-plan' heads. This is exclusively an administrative 
classification. Plan expenditure includes those programmes and projects financed or 
assisted by the Central government on the recommendations of the Planning 
Commission, while the non-plan expenditure comprises of financial assistance from 
the Centre to the States on the recommendation of the Finance Commission. 
Expenditure incurred on new projects during a given five years plan is treated as plan 
expenditure, but once it is completed during the five years' period, its maintenance 
and operation will be considered in the non-plan head. Similarly, expenditure on 
continuing services and activities at levels already reached in a plan period is shifted 
to non-plan head in the next plan. It is noteworthy that the distinction between plan 
and non-plan components of expenditure does not correspond to that between 
developmental and non-developmental ones, because both plan and non-plan 
expenditures contain developmental as well as non-developmental items. 
The need and importance of the growing participation of the State in economic 
activities emerged from the fact that the market mechanism alone cannot perform all 
economic fiinctions (Musgrave, R.A., 1959) because of the following reasons-
(I) The market is guided by profit motive and hence, rules out the possibility of 
the social welfare. 
(II) The market cannot provide all the goods and services efficiently because it 
involves rivalry in consumption and excludes those who cannot afford to 
pay. 
(III) More generally, the contractual arrangements and exchanges needed for 
market operation cannot exist without the protection and enforcement of the 
govemmentally provided legal structure. 
(IV) Problem of 'externalities' arises which leads to 'market failure' and acquires 
correction by the public sector, either by the way of budgetary support or tax 
penalty. 
(V) The market system, especially in a highly developed financial economy, 
does not necessarily bring high employment, price level stability and the 
socially desired rate of economic growth. 
In addition to these, there are other reasons, which cause market failure in 
providing certain goods and services to the people. 
During pre Keynesian era, when classical theories ruled out the active 
participation of the State, the doctrine of public expenditure was never conceived to 
be an important part of fiscal administration (Singh B.P., 1983). Old economists 
allotted a limited role to States' functions. They were of the view that the functions of 
the States were restricted only to the maintenance of the law and order in the country 
and its protection from internal invasion and external aggression. Thus the limited 
nature of the State was the cause that kept the public expenditure in the water-tight 
compartment. Adam Smith (1776) believed that all the public expenditure was 
normally waste. Smith advocated a laissezfaire economy and held that the money 
transferred from the people to the government could be of far greater utility for the 
people than for the government. 
Thus, the study of public expenditure was more or less neglected till 1920, 
when the importance and significance of public expenditure was realised (Singh M.P., 
1988). Classical economists did not understand the benefits of public expenditure and 
therefore, advocated a free market laissezfaire economy. But this attitude of classical 
economists had to be abandoned in 1930's during the great depression in Britain and 
other European countries. It was Keynese (1936), who for the first time popularised 
the necessity of govenmient expenditure as a means of economic development as well 
as an effective tool to take out the economy from depression in advanced European 
countries. 
With the passage of time, the function and hence, the role of State in economic 
activities has increased considerably. The subject of public expenditure has thus, 
attracted the attention of not only the economists but also political scientists and 
sociologists. Botii the theory and practice of public expenditure had undergone a 
radical change since 1950. A mention of some of the factors (Musgrave, 1959) 
responsible for this change may be made as follows-
(I) The development of the welfare economics in economic theory was a 
major contribution towards clarifying the condition under which the 
government should interfere with the market economy and provide 
guidance for the choice of the instrument to accomplish social objectives. 
Now economists are able to recognise the implications of the notion like 
collective consumption, externalities and community and have therefore, 
emphasised the need for State interferences. 
(II) It was generally recognised by the new classical economists that economic 
analysis was unable to explain the behaviour of market economy 
dominated by imperfect competition. This helped about the thinking that in 
such state of affairs, there was strong case for State interference. Not only 
this, the post war growth of the public sectors both absolute and relative to 
the national income contributed towards the revision of the earlier 
presumption. 
(III) Some efforts have been made in the applied and empirical field to form 
functionally and theoretically correct rules for the evidence of the 
government. These efforts resulted in the determination of the set of 
economic criteria rather a broad based criterion for the valuation of the 
public expenditure. 
(IV) The problem of economic development of the developing countries gave 
an added impetus to search for the meaningful instrument of the national 
economic planning. The appropriate criteria for the investment in the 
public sector needed some set of concepts that were developed in the 
public expenditure literature. These concepts were social benefits and 
costs, the public discount rate and the element of public output and the 
nature of public efficiency criteria. It was due to the convergence of the 
concepts that progress in developing the method and concepts of public 
expenditure analysis occurred which would not otherwise lead them so. 
(V) There was a growing demand for the expansion of the government 
activities in all models of the State during 1950's and 1960's and public 
expenditure actually increased rapidly during these decades. 
All these and more other factors have contributed to the ample research and 
policy analysis in the field of public expenditure. In the present time, government 
assumes a more positive role in social sector as well as public investment 
programmes, which call for heavy public expenditure. 
Expenditure in a developing economy like India has acquired special 
importance (Khan, 1993), as it happens to be one of the most powerful instruments in 
the hands of the govenmient whereby economic and social objectives of the country 
are sought to be achieved. Increased public expenditure in developing countries has 
been explained by such factors as heavy cost of defence and national security against 
foreign aggression, growth of population and concentration of the people in urban 
areas, increased expenditure on industrial and agricultural development of the 
country, growing concern of the State in the welfare of the citizens, the problem of 
removing poverty, unemployment, and so on. 
Thus, government has gained an added importance with its growing 
responsibilities and the associated increase in expenditure. For this reason, quite 
aware of the task in hand, economists have tried to study the growth and pattern of 
public expenditure and identified the sources causing the growth in it over time. 
1.2: Approaches to the Growth of Public Expenditure 
The interpretation of empirical data makes it necessary to construct analytical 
models to help explain the time pattern of government expenditure in terms of 
variables like Gross National Product (GNP), the price changes and population. 
Moreover, they could also help in explaining the basis of the decision making process 
which caused a change in public expenditure. A number of approaches have been 
propounded to explain how the government expenditure grows. Some of these 
approaches relevant for this study are discussed below: 
1.2.1: Wagner's Law of Rising Public Expenditure 
This law is also popularly known as 'the law of expanding State activity'. 
Adolph Wagner (1890), the nineteenth century German economist, on the basis of 
empirical results, has observed the growth of public sectors in several European 
countries as well as those for the United States and Japan during nineteenth century. 
He was interested in explaining the share of GNP taken up by the public sector. 
A modem formulation of Wagner's law runs as "As per capita income rises in 
industrialising nations, their public sector will grow in relative importance"(Bird 
R.M., 1970a). Wagner offered three reasons why this development takes place. 
Firstly, an explanation would come about with respect to the administrative 
and protective functions of the state. Secondly, Wagner also explicitly predicted a 
considerable relative expansion of cultural and welfare expenditures, especially, with 
respect to education and the distribution of income. In other words, the income 
elasticity of demand for these public services was greater than unity so that more of 
them would be demanded as income rose. Finally, Wagner suggested that the 
inevitable changes in technology and increasing scale of investment required in many 
activities would create an increasing number of larger and private monopolies whose 
effect would have to be offset or the monopolies taken by the State in the interest of 
economic efficiency. 
Wagner explained that as an economy moves towards industrialisation, the 
relationship between the expanding markets and the agents in these markets would 
tend towards greater complexity, resulting in a need for commercial laws and 
contracts, revising the setting up of a system which could administer the laws. 
Urbanisation and high density of living would result in externalities and congestion 
requiring public sector intervention and regulation. Wagner thus, explained the 
emergence of public sector services such as legal services, policies, etc. 
1.2.2: Displacement Hypothesis 
With the help of British long time series data on public expenditure. Peacock 
and Wiseman (1961) developed a hypothesis which is generally called the 
'displacement hypothesis'. This hypothesis is viewed as another version of Wagner's 
law. Whereas Wagner's law is a demand side approach, displacement hypothesis 
provides supply side explanation for the growth of government expenditure. 
Peacock and Wiseman (1961) observed that the increasing share of 
government was not one of the steady rise but rather of bursts in levels (during the 
period of social upheavals). They posited that the expenditure levels could rise in war 
times to new and higher levels simply because of the need. While the general public 
would have resisted higher taxation in normal times, war made an increase in tax 
levels possible. Even when the war or crisis was over, expenditure and taxation would 
stay at the higher level, which by now had become accepted and tolerated. 
Thus, in this theory, the displacement of public expenditure during the period 
of social upheavals like war is on account of two effects- the first is the 'inspection 
effect'. In the time of crisis, methods of raising revenue formerly, though intolerable, 
become possible and acceptance of new tax levels remains even if the disturbance has 
disappeared. At the same time, social upheavals improve new and continuing 
obligations on government both as the aftermath of fiinctions assumed in war times 
and as a result of social ideas. Wars often force the attention of government and 
people to the problems of which they were formerly less conscious. The second is the 
'concentration process'. This process takes place when the expenditure particularly, 
on transportation and communication is Centralised through government's larger 
involvement. 
From the above explanation, it appears that displacement effect occurs due to 
the outcome of the interplays of three factors, viz., (a) of a perpetual disequilibrium in 
the public sectors, (b) of a limit of taxation and (c) of government expenditures 
determined by tax revenues. 
Peacock and Wiseman study (Pryor F.L., 1968) is considered as one of the 
best known analysis of the time pattern of the growth in government expenditure. 
Among several interpretations of this hypothesis, the orthodox version maintains that 
during the period of social upheavals, government expenditure grows faster in relation 
to national output accompanied by the shift in the level of taxes. 
1.2.3: Productivity Lag Hypothesis 
This hypothesis was posited by Baumol (1967), also known as 'Baumol's 
disease'. According to this hypothesis, government expenditure tends to increase 
faster than community output on account of productivity differentials between the 
public sector and private sector. The hypothesis is that the productivity of resources 
used in the public sector increases more slowly than that of resources used in the 
private sector. Two reasons may be cited for this: on the one hand, the tendency of the 
State to take over declining sectors of the economy in which technical change is slow 
e.g., road construction, education, public health, irrigation, housing and other 
economic and social services: and on the other hand, the productivity differences in 
administrative and clerical skills. The unbalanced relationship between rates of 
productivity increases in the public and private sectors pushes up the relative costs of 
goods and services in the public sector and hence, faster increase in pubHc 
expenditure in real terms. 
Baumol offers an explanation as to why productivity in public sector lags 
behind. According to him, the private sector is a technologically progressive sector, 
while the pubic sector is a technologically non-progressive one. If productivity per 
m£in hour rises cumulatively in one sector relative to its rate of growth elsewhere in 
the economy, while wages rise commensurately in all areas, then relative costs in the 
non-progressive sector must inevitably rise and these costs will rise cumulatively and 
without limit. Thus, the very progress of the technologically progressive sector 
inevitably adds to the costs of the technologically non-progressive sector of the 
economy, unless somehow labour markets in these areas can be sealed off and wages 
held absolutely constant, a most unlike possibility. 
Baumol's disease can be given both a statistical and a behavioural 
interpretation. It considers both supply side and demand side factors. This hypothesis 
has been studied from both angles: some have considered the supply side aspect by 
taking into account the relative growth rates of productivity in public and private 
sectors in relation to public expenditure (Henerekson and Lybeck 1987), while others 
have studied it with relative prices through demand side effect. If the demand for 
publicly supplied goods and services were completely price-inelastic, the Baumol 
productivity effect would be at its highest. The higher (in absolute terms) the price 
elasticity of demand, the less public goods and services will be demanded as relative 
prices shift to the disadvantage of the public sector. 
1.2.4: Development Approach 
The development approach is best represented by works of Musgrave (1974) 
and Rostow (1971). It was found that in the early stages of economic growth and 
development, public sector investment of the economy is found to be high as a 
proportion of total investment. This is because in the early stages, the public sector is 
providing 'social infrastructure' overheads that are necessary for the take off of the 
economy into the middle stages of economic and social development. 
Although the government continues to supply the investment goods in the 
middle stages of the growth, the public investment becomes complimentary to the 
growth in private investment. Occurrence of market failure during the process of 
development could frustrate the push towards maturity. Thus, increase in government 
investment is necessary in order to deal with these market failures. 
According to Musgrave, as the ratio of total investment to GNP rises during 
the course of development, the proportion of public sector investment to GNP 
declines. On the other hand, Rostow believes that the economy reaches the maturity 
stage, the mix of public expenditure will shift from expenditure on infrastructure to 
increasing expenditure on education, health and welfare services. However, it must be 
realised that both these models are merely broad views of development process 
(Brown C.V. and P.M. Jackson, 1996). 
1.2.5: Median Voter Demand Approach 
This theory treats the public as a rational consumer of government and private 
services. The generic model of expenditure determination holds that the fiscal 
decisions are taken by the politicians that are of course influenced by the preferences 
of the median voter (Gautam 1998). This has lead to the development of demand 
models that hypothesise expenditure growth to changes in relative prices of public and 
private goods, income, and tastes and services were completely price - inelastic, the 
'Baumol productivity effect' would be at its highest. The higher (in absolute terms) 
the price elasticity of demand, the less public goods and services will be demanded as 
relative prices shift to the disadvantage of the public sector. 
They assumed that the successful political candidates are those who propose 
expenditure at a level that sets the median voter's marginal benefit equal to his 
marginal tax per unit of the public goods. Further, it is assumed that high transaction 
costs prevent log-rolling from occurring. Finally, the tax share per unit of government 
goods paid by the median voter is the same as that paid by all other voters. 
Using this model, public expenditure demand functions have been estimated, 
usually on a cross section basis. Results have been found consistent with the theory: 
price elasticites were negative, income elasticities were positive and taste variables 
usually exerted the hypothesised effect (Inman R. P., 1971). 
Though the classic assumptions of median-voter are tenuous to market 
economies (Bahl R.W. and J.F. Linn, 1992), yet these assumptions do not hold good 
as the situation in developing countries differs because voters have less chance to 
express their preferences and the chief administrators of the city can be employees of 
the Central government who have substantial autonomy. 
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1.2.6: Role Of Bureaucracy In Growth Of Public Sector 
Niskanen (1968, 1971) developed a theory of bureaucracy, in which 
bureaucrats are assumed to be the 'self aggrandising' actors in taking decisions 
regarding the size of the public sector. The bureau is modeled as a monopoly seller of 
its services to the government. In this game, bureaucrats have the upper hand in the 
bargaining because they possess superior knowledge in relation to those committees 
that supposedly supervise them. The result is a large public sector than desired by 
legislators (Romer T. and H Rosenthal, 1979). 
The ability to misrepresent is likely to depend in turn on the size and 
complexity of the budget itself The bigger the bureaucracy is, the more difficult it is 
for outsiders. According to this explanation, growth of government expenditure, to an 
important degree, is due to the demand created by the bureaucracy for government 
services. Creation of demand for governmental services may be partly on account of 
'inefficiency in providing services and in anti-slow tactics' and partly on account of 
'vested interest in expanding their empire'. 
Niskanen (1971) points out that bureaucrats desire as large a budget as they 
can possibly get the legislature and executively to approve, since their vested interest-
salary, perquisites of office, public regulation, power, patronage etc. are promoted by 
an expansion of the public sector. To put this point in words of Breton (1974), 
"Bureaucrats have preferences of their own regarding public policies and they will 
seek to satisfy these preferences. This will lead them to adopt typically bureaucratic 
behaviour". 
Thus the growth of the bureaucracy is likely to depend on its absolute size 
(Muller, 1987). 
1.3 Theory of Reforms 
The word 'reform' is used as a verb, which literally means to form again, i.e., 
to improve a system, an organization, a law, etc. by making changes to it (Oxford 
Advanced Learner's Dictionary of Current English, 2005). 
It refers to a process of making significant changes to agreed weaknesses. It is 
different from review. A review might lead to significant changes but we are not sure 
whether there are agreed weaknesses. It is also different from plan, because the plan is 
the product of an ongoing process to overcome weaknesses. It is, therefore, less likely 
to involve significant changes (Kolegif 56/Zagreb Health Reform ppt, August, 2006). 
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A reform in modem State is considered as an independent non-party think tank whose 
mission is to set out a better way to deliver public services and to maintain economic 
prosperity. Services like healthcare facilities, high standards in schools, a modem and 
an efficient transport system, safe streets and free economic and a dynamic 
competitive environment can be provided to everyone only by reforming the system, 
i.e., by removing agreed weaknesses using appropriate methods (info@reform.co.uk. 
Reform 2004, August, 2006). 
In a modem state, the government efficiently performs all functions associated 
with the social welfare. But to perform these functions efficiently, government 
requires large ftinds, which it raises using tax and non-tax revenue sources. All 
financial activities of the government including raising revenue and spending on 
goods and services are dealt within the subject of Public Finance. In order to achieve 
the maximum social welfare, good economic govemance is required. Good economic 
govemance must satisfy three main criteria, viz., efficiency, equity and legitimacy 
(Argy,2001). 
The term 'efficiency' is associated with the proper allocation of resources, 
whereas 'equity' is concemed with their proper distribution. An allocation is called 
efficient or 'Parito optimal' if there exists no other feasible allocation that makes one 
agent better off without making other agent worse off under alternative assumptions 
(Parito Vilfredo, 1935). Efficiency depends on the set of informationally feasible 
allocations. Under full efficiency, the first best information is perfect and any 
physically feasible allocation is informationally feasible (Qian Yingyi, 1992) 
The concept of efficiency, as discussed above, may also be looked at from 
another angle. An 'efficiency improvement' occurs if winners from economic change 
or reform clearly outweigh losers, i.e., if the winners are able potentially to 
compensate the losers and still remain better off. Actual compensation does not have 
to take place. This concept of an efficiency gain is the one commonly understood in 
the public policy debate. It represents a 'weak' version of the 'Parito optimisation 
principle' (Argy, 2001). It incorporates improvement in both productive and 
allocation efficiency and it is arrived at after deducting short-term economic 
adjustments cost and negative 'extemalities'. 
Economic efficiency gains will not necessarily equate with improved 
community well being if the gains, in whatever form the community chooses to take 
them, are inequitably distributed. So, 'equity', the notion that everyone needs to be 
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given an equal chance to share the fruits of increased efficiency, is another dimension 
of good governance. In the sense used here, it is a marginal concept- i.e., it relates to 
the distribution of incremental gains, and it does not imply 'equality' of outcomes. It 
requires only that the systems of distributed incremental gains are in accordance with 
community norms. Although, it is an intrinsic elusive policy concept, it is an 
unavoidable requirement of good governance, at least in a democratic system. 
A third and related ingredient of good governance is that diverse and often 
conflicting values need to be reconciled through policy processes that are widely seen 
as fair and reasonable. The third dimension can be called as legitimacy. It requires a 
wide community perception, i.e., whatever be the ultimate outcomes, the institutional 
and policymaking processes are coherent, consistent, transparent and accountable. 
Like equity, this is a vague one. As a minimum it presumes ensured equality of 
treatment under the law and honesty in implementation. But it can be interpreted 
much more widely. However, the potential conflict or trade-off between equity and 
efficiency has been knovm for a long time (Gordan, 1980). Economists tend to 
assume that redistributive transfers increase equity but cause a loss in efficiency, the 
so-called 'leaky bucket effect'. The best-knovm discussion of the trade off between 
equity and efficiency is found in the writings of Aurthur Okun (1975). Okun declares, 
" The conflict between equity and economic efficiency is inescapable". He describes 
his famous 'leaky bucket experiment' in which he asserts that any dollar transferred 
from a richer individual will result in less than a dollar increase in income for the 
recipient. Okun identifies from the leaky bucket: administrative costs of 
redistribution, changes in work effect induced by redistribution, changes in saving and 
investment behaviour induced by redistribution and changes in attitudes (for instance, 
motivation to acquire capital) induced by redistribution. Hence, government efforts to 
achieve equity inevitably result in a smaller level of total income and less efficient 
uses of resources. There are empirical evidences that suggest government transfers 
designed to create greater equity can lead to inefficiencies. Thus, as for as the trade-
off between the equity and efficiency is concerned, if one is tried to be achieved, the 
other is lost. 
The world development report (2006) considers equity as the theme and its 
importance for development. The report argues that equity and efficiency are likely to 
be complimentary in the long run, to the extent, inequalities reflect market 
imperfections. "Greater equity implies more efficient economic functions, reduced 
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conflict, greatest trust and better institutions with dynamic benefits for investment and 
growth". Few would deny that the poorers in developing countries have far fewer 
opportunities to exploit their talents or ideas than the rest of the population. They are 
discriminated against poverty and implicitly in health education and provision of 
infrastructure. They have difficulty in raising capital for investment. The justice 
system also works against them. But the world development report (2006) argues, that 
not only this is morally wrong but also it is the tremendous waste of economic 
potential. 
Financial resources are directed to the areas of self-interest rather than the best 
uses. The result is slower and less sustainable economic growth. Thus the use of 
government expenditure to effect conditions is better established than the conscious 
use of revenues. However, what is spent must have previously been raised. 
Government collects money from public in a variety of forms- taxation, service 
charges, sale of assets and borrowings. The public, in turn, expects the provision of 
cost effective services, and more significantly, a prudent fiscal state of the nation. 
Therefore, good governance with an effective public expenditure management is a 
prerequisite for efficient and equitable distribution of financial resources to the best 
uses. The four pillars of governance also relevant to PEM are- predictability, 
transparency, participation and accountability. 
Thus, in order to assess and evaluate the fiscal situation of any country, which 
is a key to economic growth, it has to be seen and judged in the light of both equity 
and efficiency criteria without which sustainable development could not be made 
possible and if any system is found lacking these prerequisites of a good governance, 
it certainly needs to be reformed in the manner that the fruits of both these criteria 
may be enjoyed simultaneously. 
In developing countries like India, the volume of government expenditure both 
in absolute and in relative terms has increased tremendously, but most of this increase 
is exhausted to the unproductive uses, which are largely attributable to corrupt politics 
and bureaucratic control. Thus, in less developed countries, governments are faced 
with a serious problems like how to allocate the available funds in the best possible 
manner so as to cater to the growing needs of reducing mass poverty, unemployment, 
illiteracy, etc. and how to raise the revenue to finance such expenditures, as there is a 
less scope for the government in such countries to raise the revenue through taxes and 
borrowings. 
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In India various efforts have been made from time to time to reform the fiscal 
system, but more emphasis was laid on the revenue side, ignoring the expenditure side 
for a longer period of time (Vakil C.N., 1978). The deterioration of Central 
government finances in the early nineteen eighties and the continued high fiscal and 
revenue deficits contributed to the fiscal crisis of 1991. Thus it was only in 1991 when 
government introduced a series of market oriented economic reforms to correct the 
growing macro-economic imbalances. This time the main concern of the government 
in respect of fiscal reforms was to reduce the growing budgetary deficits by curtailing 
the non-developmental expenditure. For this purpose, goverrunent took several 
initiatives including reintroduction of zero base budgeting, setting up of an 
Expenditure Reforms Committee in February 2000 with several terms of references 
(The recommendations of various reports of which are given in appendix A. 1.1), 
passing the Fiscal Responsibility and Budget Management (FRBM) Act, 2003, etc. 
However, a recent study has pointed out several serious lacunae in the system of 
public expenditure management that need to be overcome with rigorous attempts 
(Premchand, 2008). 
1.4: Need and Objectives of the Present Study 
During the past two decades, there has been deterioration in the Central 
government finances in India. The economic survey of 1989-90 observed that the 
growth in current expenditures had been faster than the growth in current revenues 
throughout the eighties, leading to an increasing budgetary deficit and the consequent 
growing resources to borrowings. There is a wide agreement that the budgets of 
Centre and States are seriously out of balance and the restoration of fiscal balance is 
to be achieved. There is not only mismatch between revenue and expenditure 
resulting a sizeable revenue and fiscal deficits, the position of government 
expenditure is also quite out of line with the proper role that the governments should 
be playing and the functions they should be performing at the present stage of 
development. The fiscal crises, however, would not have assumed such grave 
proportions, if expenditures were largely diverted to finance planned development. 
Much of this expenditure was unproductive. Consequently, the non-developmental 
expenditure of the Centre has been registering high growth and has claimed a larger 
percentage of the total government expenditure. Moverover, economic growth has not 
been commensurate with this massive expenditure, thus, highlighting the fact that 
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public expenditure policy in India needs to be reoriented if the country is to achieve a 
self sustained growth (Pradhan Sanjay, 1996). Hardening of the budget constraint on 
the one hand greater awareness to improve efficiency in transforming public 
expenditures into outputs and outcomes, on the other hand, underlined the need to 
improve process and strengthen institution in Public Expenditure Management. 
In view of the above, the present study is designed: 
I. To examine various efforts made by the government from time to time in 
reforming the system of expenditure management. 
II. To analyse empirically the growth in the size and composition of Central 
government expenditure for the period 1980-81 to 2003-04. 
III. To identify main factors influencing the growth of expenditure. 
In order to support these objectives, following hypothesis are tested: 
(I) the growth of Central government expenditures in India has been 
much faster than the growth of national income over the period 
under study and the rapid growth in expenditures is the result of 
several economic as well as non-economic factors, ( Wagner's 
hypothesis ) 
(II) Economic reforms initiated in India in 1991 did not have any 
significant impact on the size and composition of Central 
government expenditures 
(III) The increase in the price index of public sector goods relative to 
the economy has also caused a jump in Central government 
expenditures. 
1.5: Data Base 
There are various sources of data on Central government finances such as 
Budget Papers, RBI Aimual Report on Currency and Finance, Indian Public Finance 
Statistics, Finance Accounts through C and AG, Economic Survey, basic statistics 
relating to Indian Economy published by Centre for Monitoring Indian Economy, etc. 
Keeping in view the purpose of the present study, we have collected the data on 
Central government expenditure by type and aggregate for the period 1980-81 to 
2003-04 from Indian Public Finance Statistics, Ministry of Finance, Government of 
India (various issues). Data relating to GDP, GNP, population, implicit price GDP 
deflator, and implicit index of government final consumption expenditure have been 
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collected from National Accounts Statistics (various issues) published by Central 
Statistical Organisation. Besides these, Handbook of Statistics on Indian Economy 
(2003-04) has been used for obtaining data on total export and total import of India, 
which are used for working out the index of trade openness. 
1.6: Research Methodology 
Government expenditure series at current prices does not reflect the real 
growth of expenditure, i.e., the growth of expenditure when the influence of prices is 
eliminated. It is, therefore, essential to convert the nominal series of expenditure in 
real terms by deflating it with appropriate price index. 
The heterogeneous nature of various categories of Central govenmient expenditures 
makes it desirable to construct separate price indices to convert each category of 
government expenditure in real terms, which was not possible for this study. Hence, 
we have depended on implicit price index of GDP for deflating total as well as 
various categories of Central govenmient expenditures. The choice of this price 
deflator is mainly on account of the fact that this price index represents the prices of 
all goods and services in the basket, whether purchased by the government or by any 
other authority. This is, however, not to deny the fact that using a single price deflator 
for each category of government expenditure may be misleading. 
There is a prolong controversy among economists regarding the choice of an 
appropriate indicator of national income. Some studies like Peacock and Wiseman 
(1967), Andic and Veverka (1964), Gupta (1967, 1968), etc. have used GNP as an 
indicator of national income, while others like Diamond (1977), OECD (1978), Beck 
Morris (1976, 1979), etc. have considered GDP as an indicator of national income. 
The present study has taken GDP at (factor cost) as an indicator of national income, 
keeping in mind the merits as well as demerits of using this concept. 
For examining the trends in Central government expenditures, statistical tools 
like simple average, coefficient of variation, coefficient of correlation, simple and 
compound growth rates, income elasticity, share approach, diagrammatic 
representation and, above all, regression analysis have been used. 
1.7: Limitations of the Study 
The ongoing study has come across many constraints during the course of the 
work. These constraints include both conceptual as well as statistical problems. A 
brief mention of some of the limitations of this study may be made as follows: 
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A comprehensive study of public expenditure should cover expenditure of 
Central as well as State governments, because State governments' expenditure 
comprises of a sizeable proportion of the total combined expenditure of Centre and 
the States. However, the present study is confined only to the analysis of Central 
govenmient expenditure, mainly because of two reasons- firstly, a fairly classified 
data, which could serve the purpose of this study, is not available for State 
government expenditures; and secondly, time and resource constraints at our disposal 
did not allow us to classify the data on State government finances according to our 
purpose. 
Since the present study analyses the data on Central government finances for 
the period 1980-81 to 2003-04, therefore, it could not examine the impact of Fiscal 
Responsibility and Budget Management Act, 2003 on the control of Central 
government expenditure. 
Keeping in view various types of limitations faced by the researcher, the present 
study had to satisfy itself with the use of simple technique of Ordinary Least Squares for 
estimating the coefficients of some of the important factors that are likely to affect the 
growth of Central government expenditures in India. Due to the lack of proper 
infrastructure needed for advanced empirical analysis, it would not have been possible for 
this study to proceed for testing time series stationarity and to remove various problems 
that are likely to creep in most of the time series data. 
The present study could analyse the time series data of government 
expenditure upto 2003-04. This is due to the fact that collection and analysis of the 
data were done much earlier. But due to some unavoidable circumstances, the 
submission of the thesis got delayed. However, at a latter stage, when it was decided 
to update the data used in the study, it was found that the latest issue of Indian Public 
Finance Statistics, 2006-07 (the only source used in this study for all categories of 
goveniment expenditure) provides the actual figures only for one more year, i.e., 
2004-05. The inclusion of figures for only 2004-05 in our analysis would not have 




Review of Literature 
2.1: Introduction 
The rapid growth of public expenditures since the mid of twentieth century has 
attracted the attention of the scholars of Public Finance and has generated ample 
interest in the study of the growth and pattern of government expenditures. 
Understanding the behaviour of government expenditures is essential to formulate 
appropriate fiscal policies. Numerous studies on the growth and determinants of 
government expenditures, both theoretical and empirical, have proposed a number of 
hypotheses, which are helpful in speculating the growth and pattern of government 
expenditures, over a period of time as well as for different countries. In India too, 
serious concerns have been voiced about the rapid growth of government 
expenditures, especially, since 1950's. 
This chapter presents a brief survey of the existing literature on the subject. 
Studies reviewed in this chapter are not only from India but also from different 
developed and developing countries. On the basis of the nature of the existing 
literature on the subject, this chapter is divided into three sections- covering the 
theoretical underpinnings regarding the behaviour of government expenditure by 
economists belonging to various schools of thought, empirical works on the subject 
and review of the efforts made at the Centre in India from time to time to rationalise 
the system of government expenditure. 
2.2: Review of Theoretical Studies 
Historically, many economists have approached the study of public 
expenditures from a prescriptive point of view. Such studies attempted to set up 
criteria for the size and the nature of government expenditures and income by utilising 
techniques usual in the study of market economics (Musgrave R.A. and A.T. Peacock, 
1958, Samuelson P.A., S. Enke and J. Margolis, 1955, 1958). The approach of 
government expenditure starts fi-om the views of Adam Smith (1776), who advocated 
the working of the 'invisible hand', which automatically settled all economic 
activities in any country. Hence, the role of the government was restricted to the 
maintenance of law and order situations, provision of civic amenities, etc. It was a 
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general opinion that the level and structure of public expenditure was determined 
politically and thus, it was beyond the economists' proper orbit of the study. 
The classical economists developed esoteric arguments to justify the role of 
govermnent and thus defined the areas of public wants. Their arguments restrained 
government interference in the private sector, because goverrmient was viewed with 
apprehension and fear, hence, was suspected of corruption (Khanal D.R., 1988). At 
that time, most government expenditure was viewed as useless and unproductive. The 
then economists attempted to specify the taxing and spending activities of government 
that would conduce to the ideas and conditions of economic welfare defined in terms 
of individual choice. They proposed an extreme system of public finance in which 
government provided only the services that individual would pay for directly, if that 
were feasible, and levied only such taxes as individuals would voluntarily pay in 
return for the services they receive. This proposition implies that those who are 
unwilling to pay taxes in such a situation are "pathological" (Benham F., 1934). Thus, 
alternatively, govenmient was regarded by such economists as unitary being, with 
tastes and preferences like other beings. Therefore, the analysis of its income and 
expenditure was similar to that of an individual, and the size and character of the 
public sector prescribed by the application of marginal criteria similar to those 
generally employed, for instance, in the study of individual consumers (Pigou A.C., 
1947). 
In view of such suppositions, the ideal political system was thus regarded as 
one that best promoted economic liberalism and ideal volume and type of government 
expenditure was that which such a system would generate. Therefore, under the 
notion of equalizing marginal social benefits and marginal social costs, advanced by 
the principal British fiscal economists like Pigou (1947) and Dalton (1954), the basic 
task of public finance was simple to make the best of a bad lot and to allocate the 
burden of taxes as fairly as possible among the members of the community. 
The normative orientation went a step further through the seminal articles by 
Samuelson in the early I950's (Samuelson, 1954, 1955). These articles viewed the 
concept of a pure public good as something which people desired but which could not 
be provided through the normal market mechanism, because the way the goods and 
services are provided ensures that they will be equally consumed by all citizens, i.e., 
no one can be excluded from enjoying the services provided whether he pays for it or 
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not. Samuelson's work together with a largely independent formulation by Musgrave 
(1959) has given rise to the large and growing literature on the theory of public goods. 
The views of different economists discussed above belong to the Welfare 
Economics. These views are prescriptive in nature; even the most sophisticated of 
them treat the problems of govenunent and political behaviour in a fashion that any 
political scientist must consider unrealistic. All governments depend for their 
existence upon their power to coerce as well as upon the consent of the government, 
and no government is concerned, as the theories imply, solely with interpreting the 
choices of the individual members of the community (Peacock A.T. and J. Wiseman, 
1967). 
The modem normative approach of public goods is associated with three 
separate problems, viz., (a) the requirements for the optimal provision of public goods 
(b) the demonstration that the private market will fail to provide the optimal amounts 
of such goods and (c) whether there exists a political mechanism which may perform 
such task. The modem theory is, therefore, primarily concemed with establishing the 
requirements for achieving the optimal provision of certain goods and services (Bator, 
1957). Thus, according to this theory, it is not important that what governments do; 
but what is more important is what they should do under certain circumstances to 
optimise the social welfare. A likely connection between what governments are doing 
in everyday real world and what they should do to make all happy is expected. Hence, 
the literature on modem normative theory of public goods has not added much to the 
understanding of government behaviour. 
With the introduction of Keynesianism, the theory of public finance, in 
general and the theory of public expenditure, in particular gained a new momentum 
and entered the mainstream of economics leaving behind the normative aspects. The 
development of Keynesian theories of economic stability has encouraged 
consideration of government as one element in a macro static model. The more recent 
and growing interest in the associated problem of economic dynamics and economic 
growth, a marked characteristics of economic studies since World War II, had 
stimulated further interest in public expenditure along similar lines (Harrod R.F., 
1948, Lundberg E., 1937 and Domar E., 1957). 
Being a positive theory, Keynesian approach is meant for short mn and is 
little concemed with long run tendencies of public sector or with public expenditure 
per se, whose behaviour in the macro-economic context is no longer judged in 
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isolation but always in connection with the behaviour of the private sector and the 
persuit of the several policy objectives (Keynse J.M., 1936). For Domar, as for those 
who have developed static Keynesian models, aggregate government expenditure is 
either to be left outside the system of mutual determination of the economic model or 
assumed to be zero. But neither treatment is particularly satisfactory. In this regard, 
Domar (1957) himself observed, "Government is the most troublesome of the three 
forms of expenditure, because we have no theory of government expenditure on top of 
the other two as an exogenous factor, merge it with consumer expenditure and assume 
it away altogether". Later, some authors such as Gurley J.G. (1953), Smithies A. 
(1957) and Kurihara K. (1956) have tried to incorporate a more positive theory of the 
public sector (including an explicit or implicit theory of public expenditure) in long 
period growth models. 
The Keynesian ideas are important in the sense that they have aroused 
considerable interest in the search of the positive theory of public expenditure growth. 
The positive theory concentrates on explaining the observed pattern and level of 
public expenditures and changes in those expenditures overtime. A few objections 
raised by different economists regarding these models are worth mentioning (Peacock 
A.T., 1959). At the first place, the number of variables that these models take into 
account is much smaller than is necessary for their satisfactory utilization for purposes 
of economic policy or for the interpretation of the history. Further more, these models 
carmot easily take care of changes in the coefficients of the variables, whether such 
changes are induced by the process of growth itself or they result from historic events 
which are difficult to be included in a generalised growth model. Thirdly, these 
models do not provide a realistic picture of actual economics, but rather they assume 
simplified societies to explain the growth process. In this respect at least, these growth 
theories are similar in essential character to the welfare postulates, described earlier. 
The actual behaviour of government is not considered and often the question of 
whether the objective is one which any government is likely to wish to pursue, or to 
pursue exclusively, is also left aside. 
Yet another school of thought about public expenditures emerged being 
explanatory rather than prescriptive in character. It offered generalisations about 
public expenditures on the basis of historical evidences. By the end of the nineteenth 
Century and the beginning of the twentieth Century, many countries including 
Prussia, Bavaria, Britain, North America and Switzerland experienced a correlative 
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growth of community output and public expenditure. The rising trend of the 
community output per head and the growth of pubUc spending differed from one 
country to another in terms of mihtary and debt commitments. It demanded the 
estabUshment of a general law which could explain well the relation of the increase in 
community output and the growth of public expenditure. The writings of the then 
economists on the subjects inferred that government expenditure must grow in 
proportion to a communities output per head (Adams H.C., 1898). Other continental 
writers of the nineteenth century went a step further and advocated that government 
expenditure must increase at a faster rate than the output. Adolph Wagner (1890) was 
among these writers whose influence continued to pervade continental writings on 
problems of public expenditure. Wagner's law of increasing Slate activities has been 
discussed in chapter 1 (1.2.1 of this thesis). Here, we shall examine the implications of 
his law in the light of the generalisations made and also the comments of various 
economists on his law. 
The core and implication of Wagner's argument is that the growth in 
expenditure derives from the growth in State activity; which is in itself the 
consequence of social progress. His law is concerned with the secular behaviour of 
expenditure rather than with short-run change or the actual process of change. Further, 
Wagner does not suggest that the actual extent of State activity can be fixed a prior. 
The concern is with the rate of growth of expenditure. As a proof of his tew, he argues 
that for a number of countries, it was empirically verifiable that as output per head 
increased in the past. State activity and expenditure grew more than proportionately. 
Though Wagner gave his ideas based on the study of the industrialized nation, 
yet they contain some implications for developing countries as well, e.g., it has been 
observed that generally, in all developing democracies, the income elasticity of 
demand for public expenditure is greater than unity (Musgrave and Peacock, 1958). It 
should, however, not be surprising if the reasons Wagner offered in support of his 
general proposition do not stand up very well to critical analysis, for on the whole, he 
presented his law to hold in the near future under the conditions prevailing in 
industrialised economies at that time. In the views of Peacock and Wiseman and his 
followers, Wagner's law is simply the corollary of an out model and repugnant 
political philosophy and rests on Wagner's own very special view of the nature of the 
State as a political entity (Peacock and Wiseman, 1967 and Andic and Veverka, 
1964). These and other writers criticised Wagner's law of increasing State activity for 
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being more historical and philosophical in nature than predictable using modem 
techniques. Myrdal Gunnar (1968) and Deutsch (1969), while commenting on 
Wagner's law, criticised it for being inevitably biased through the choice of the 
factors on which interest is focused and the assumption made about their role in the 
historical process. Nevertheless, weak as some of various justifications for his 
conclusions are, his ideas nonetheless deserve careful attention since most general 
theories of expenditure growth remain, in essence, simply offshoots or modifications 
of his original ideas. His ideas deserve attention on their merits, if any, not on their 
origin. 
A modified version of Wagner's law was given by Peacock and Wiseman 
(1961) with the help of what came to be known as 'displacement hypothesis'. This 
hypothesis has also been discussed in chapter 1 (1.2.2) of this thesis. Wagner's law of 
increasing State activity, which is essentially demand-oriented analysis, is less 
relevant for developing countries. It was the work of peacock and Wiseman, which 
introduced supply side to the pre existing Wagnerian analysis and made it more 
valuable and relevant for both developed and developing economies. 
As regards the 'displacement hypothesis', it provides an excellent path to 
study the growth of government expenditure, but it fails to reach any final answer. To 
use the words of Sandford (1984), " Notions about taxation are likely to be more 
influential than the ideas about desirable increase in expenditure". Moreover, the 
increases in government expenditure of the sixties and seventies do not fit at all easily 
into the theory of 'social disturbance' (Singh M.P., 1988). 
Besides these leading theories of expenditure growth, there is yet another 
hypothesis explaining the behaviour of government expenditure over time. This 
hypothesis (discussed in chapter 1, 1.2.3) is known by different names as 
'productivity lag hypothesis', 'Baumol's desease', etc. Baumol (1967) posited this 
theory whereby he observed that productivity growth was much lower in the public 
sector than in the private sector. Hence, relative prices would shift trend wise making 
the nominal share of government in GDP or national income successively longer, 
even if the real rates of growth in the two sectors were the same. 
The reason why productivity growth rates differ may be that national accounts 
assume that there is no productivity change in public sector provision. But some 
studies have found that the productivity in public sector lags behind that in the private 
sector. However, the labour intensity in the former is higher than in the latter due to 
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continuous increase in the labour input in public sector (Lybeck J.A., 1988). A 
fashionable economic theory of bureaucracy might strengthen some of its rather 
tenuous conclusions. In other words, the underlying working forces within public 
sector are so numerous that it is hardly possible to obtain a precise index of 
quantifying the existence of productivity lag with empirical precession. Due to this 
reason, very few studies have attempted to examine this hypothesis without much 
success. To mention a few are Henning and Tussing (1974a), Spann (1977) and Pluta 
(1981). All these and others have tried to test roughly the productivity lag hypothesis 
either on the basis of size of the elasticity coefficient or on the basis of price 
differentials between the public sector and the economy as a whole. 
Owing to the exposition of prominent expenditure growth hypotheses, a great 
deal of interest was generated in this area and consequently, ample literature emerged 
in developed and developing countries explaining the growth & pattern of 
government expenditure. Here some of the theoretical studies on the subject in 
question are reviewed for India. 
To begin with, Mathew (1972) analysed the pattern of public expenditure 
during the period 1937 to 1956 and considered only the large items of expenditure, 
which were significant in the process of economic development. One of the purposes 
was to examine the extent to which the changes in the pattern of expenditure occurred 
and to know whether they were the result of deliberate policy or whether they were 
the outcomes of circumstances beyond the control of government. According to him, 
the expenditure pattern that emerged at the end of the first five-year plan was mostly 
the result of deliberate policies of the government. 
Gulati (1961a) concluded from his analysis that during 1950-51 to 1960-61, 
the broad pattern of increase in the revenue expenditure of the Central government 
followed the current account on social and developmental services. In his second 
study (1961b), Gulati examined the Central government expenditure on capital 
account for the same ten-year period (1950-51 to 1960-61). He departed from the 
practice of Reserve Band of India (RBI) and showed the entire expenditure on civil 
works as non-developmental. He opined, " The degree of under Statement thus, 
involved is lower than to degree of overstatement involved in following the RBI 
practice". In his third study (1963), he emphasised the need for separating government 
expenditures on administrative services and on social and developmental services 
from other expenditure. For this reason, he doubted the accuracy of the figures of 
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expenditure on administrative services as understated and that on social and 
developmental services overstated. 
A study by Premchand (1963) is different from earlier studies in the sense that 
he preferred to discuss the problem of control of public expenditure management 
more comprehensively as a management process and as a composite culture. The 
main focus of his study was to review the adequacy of the system of expenditure 
management in government and to examine the public expenditure management 
system along with interaction between the changes in the composition of expenditure 
and related aspects of management. 
Mukherji's study (1965) is an exercise in the reconstruction of historical 
statistics and relates to the developments, during the first half of the twentieth century. 
He, however, did not attempt to probe his statistical results to establish theoretical link 
between aggregate economic activity and the activity of the public sector. 
Indian Medical Coimcil (1966) conducted a study to analyse the finances of 
the Government of India for the period 1950-51 to 1964-65. With the help of facts and 
figures, the study widened the scope and generated ample interest in the area of 
government finances for future research. 
Panchmukhi (1967) attempted to present the economic aspects of the effects of 
expenditure on education and health and brought out the importance of cost benefit 
analysis in the study of public expenditure. 
Zahir (1972) took up another aspect of public expenditure by examining its 
impact on income distribution in India from 1952 to 1966. He concluded that the 
growing public expenditure in India made very insignificant contribution towards the 
achievement of social justice, which was very important objective of public policy in 
our country. This gave a new momentum in expenditure literature and the scholars of 
public finance began to express their interest in assessing the benefits of government 
expenditure. 
The attention was, however, paid in this area for the first time by the 
Mahilanobis Committee (1964), which found that during the first two five-year plans, 
1951 to 1961, inequality in the levels of living increased in real terms between the 
poorer and the richer sections of population. It dealt very little with the contribution of 
public expenditure (or programmes) as such with the levels of living. Its concern was 
with the aggregate effect of economic activity (private and public) on the level of 
living and with public expenditure alone. Around the same time, Bhattacharya 
26 
Nikhilesh and Dey Banamali (1965) and Maitra Taresh, Dey Banamali and Nikhilesh 
Bhattacharya (1974) quantified the distribution of benefits of government expenditure 
for the State of West Bengal. Their conclusion was that on the whole, the provision of 
public education and health services served to reduce the disparities in the level of 
living even when the distribution appeared to favour rich. This was supported by 
Gupta A.P. (1977). 
Ahuja (1978), Gupta (1980), Misra (1982), Reddy (1980), Maitra Taresh 
(1985), Reddy and Sudhakar (1989), Dreze Jean and Sen (1989), Sudhakar (1990), 
etc. carried out similar studies with a view to assess the distribution of benefits of 
public expenditure across different income groups either for districts or for a State. 
But they have not assessed the benefits of distribution for all India, based on a 
comprehensive household survey of the utilization of social services. Further all the 
studies have assessed the distribution of benefits of public expenditure across 
different income groups in terms of per household benefits, but per household benefits 
do not reflect the true welfare position of a household, since the welfare of a 
household is affected by its size and composition. 
For this reason, Sudhakar took up another study in 1995 for examining how 
the benefits of public expenditure on two important social services, namely, health 
and public distribution system were distributed across different income groups in all 
India as well as in the State of Andhra Pradesh in the year 1986-87. This study by 
and large confirmed the conclusions of earlier studies on the subject. It revealed that 
the distribution of per capita benefits of public expenditure on health services was 
unequal in favour of high-income group in 1986-87, more for Andhra Pradesh than 
for all India. On the other hand, per capita benefits distribution of public expenditure 
on public distribution system (PDS) was in favour of low-income group for both all 
India and Andhra Pradesh in 1986-87. 
Some authors have also focused their attention on other aspects of public 
expenditure such as defence, education, etc. For instance, Jhaveri (1975) in his study 
on defence expenditure and economic growth advocates that additional defence 
burden may of course remove some of the growth barriers and may push forward the 
growth process. But the costs of diverting resource from the development to defence 
in terms of civilian output forgone are quite substantial and may reduce social 
consumption. 
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Chona (1980) highlighted the broad trends in the growth and pattern of 
expenditure of the Government of India during last three decades, with a view to 
suggest some areas of expenditure where economies in rationalisation could be 
brought about on the growth of the economy. His analysis brings out that there are 
nevertheless certain areas both with developmental and non-developmental 
expenditures where some economies can be brought about. It is advocated that there 
exists some scope for economies in defence expenditure, reallocation of fimds for 
research and development, administrative expenditure, expenditure on social services, 
education and medical. Apart from these, he also suggests that the role of subsidies, 
particularly those on food and fertilisers should be examined and that the transfer of 
funds to non-departmental, commercial undertaking, (financial as well as non-
financial) and to the States should be carefully reassessed. 
Singh B.P. (1983) carried out a study for India with special reference to Bihar 
for almost three decades from (1947-48 to 1979-80). He found that rapid economic 
development could be made possible by mobilising saving and increasing investment. 
He argued that public expenditure was an important fiscal tool to assist economic 
development to ensure public stability and to reduce prevailing inequalities in the 
distribution of economic wealth and regional disparities in the economy. 
Rao and Raja (1990) examined the size, composition and growth of public 
expenditure in India in order to evaluate the budgetary control and management 
processes and practices. They attributed the worsening fiscal situation over the years 
to the lack of proper policy control, inadequate processes control and improper 
efficiency control. 
Mundele Sudipto (1992) identified transfer payments and internal 
departmental expenditure as the key areas, which should be economised. The study 
observes more prospects for moderating Central government expenditure growth in 
the medium to a long-term period. 
Basu A. (1995) attempted to identify the factors that influenced the degree of 
procedure rationality in two ways: 
(a) by analysing the changes in Central government expenditure decision making 
procedure overtime and 
(b) by comparing the nature of expenditure decision-making machinery in three 
different sectors, viz., fertilisers, irrigation and education. This analysis indicated 
that the years immediately after independence were characterised by small group 
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of key decision makers who had achieved reasonably high degree of consensus 
among themselves. The study showed that although the Central government had 
attempted to introduce various reforms in the process of public expenditure 
decision making, these reforms had not always been implemented and nor they 
had their desired impact too. 
Bougrine (2000) concludes that the massive cuts in public spending on social 
programmes cannot be justified by those ideas claiming that such programmes drain 
the limited public resources rather, these cuts are part of a wider neo-liberal strategy 
seeking to reinforce free market philosophy through public sector 'down sizing' and a 
growing submission of national government to private co-operation. 
A cross-country analysis of the impact of structural adjustment programmes 
on social sector in some of the developing countries suggests that the insulation of the 
social sector from the structural adjustment programmes is related to better initial 
economic condition. Faster growth and a bottom heavy policy of the sector in terms of 
level of services provision is necessary (Tripathy K.K., 2001). 
The theoretical literature, presented above, provides a road map for the present 
study to go for empirical testing of what is said or argued in the expenditure growth 
studies. The review also suggests that no general theory of public expenditure could 
be established completely owing to the intricate relationship of the variables both 
economic and non economic and public expenditiu-e. In this context, let us use the 
words of Musgrave (1969), " The theory of public expenditure growth remains a 
fascinating but some what elusive problem. Even if economic factors are considered, 
it is difficult to arrive at an expenditure law Moreover, non economic factors such 
as change in technology and population are of greater importance and together with 
changes in social and political climate and upheavals caused by war, they may well 
outweigh the effect of rising per capita income". 
2.3: Empirical Formulations of Expenditure Growth 
Discussion in the previous section makes it clear that the search for the 
reasons in the growth of government expenditure has been going on since quite a long 
time. Numerous explanations have been proposed in this regard but no satisfactory 
theory could come forward so far. However, it is imperative for the present study to 
learn from earlier works how to deal with the relationship between government 
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expenditure and economic as well as non-economic variables empirically so as to 
ascertain the methodology for the present work. 
We begin our discussion by reviewing the studies, which are devoted exclusively 
for testing validity of prominent expenditure growth hypotheses. In this series, 
Wagner's law comes first. In the empirical investigation of the relationship between 
public expenditure and the level of economic development, one comes across as many 
as five versions/formulations of Wagner's law (Bhattacharya, 1987, Gandhi, 1971 and 
Gautam, 1998). 
These are described below: 
(a) Peacock and Wiseman (1967): 'The government expenditure must increase at an 
even faster rate than the output'. The validity of the Wagner's law is established 
when the elasticity (e) of public expenditure (Exp) with respect to communities 
output (CDP) is greater than unity, i.e., 
^ _ dExp CDP . ,r, IX 
e = ^ x >1 (2.1) 
dCDP Exp ^ ^ 
where Exp =/(CDP) (2.2) 
(b) Pryor (1968): In growing economies the share of public consumption 
expenditure (PCE) in the community income (CDP) increases, i.e., 
PCE = f(CDP) (2.3) 
The elasticity of government consumption expenditure with respect to 
community income is greater than unity, i.e.. 
dPCE CDP , ,_ ., 
e = X >1 (2.4) 
dCDP PCE ^ ' 
(c) Goffman (1968): As a community experiences economic development and 
growth, an increase must occur in the activities of public sector and that the ratio 
increases, when converted into expenditure terms, would exceed the rate of 
increase in output per capita, i.e., 
Exp = f(CDP/P) (2.5) 
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Where p = population 
In other words, the elasticity of public expenditure (Exp) with respect to per capita 
community output (CDP/P) is greater than unity, i.e., 
= SExp JCDPin^^ 
d(CDP/P) Exp 
(d) Musgrave (1969): The proposition of expanding scale of State activity must be 
interpreted as a rising share of public sector or ratio of public expenditure to 
community's income of the development of an economy from low to high per 
capita income, i.e., 
Exp/CDP =/(CDP/P) (2.7) 
The per capita income elasticity of share of public expenditure 
should be greater than unity, i.e., 
d(Exp/CDP) CDP/P , .^ o^  
e = -^ ^— -X >1 (2.o) 
d(CDP/P) Exp/CDP 
(e) Gupta (1967): Another functional relationship of Wagner's law was attempted in 
order to find out the elasticity of per capita public expenditure with respect to per 
capita community income. To support the Wagner's law, it was argued that this 
elasticity coefficient should be greater than unity. The functional relationship and 
the elasticity equation are respectively given as under: 
Exp/P =/(CDP/P) (2.9) 
, = mPiii^cDPii^, 
d(CDP/P) Exp/P 
The increasing amount of empirical research on Wagner's law has stimulated 
a number of applied economists and applied econometricians to have a closer 
examination of the literature on empirical testing in this area. The empirical 
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formulations of Wagner's law, described above, have been used by the researchers in 
one way or the other for appropriate test. For example, Michas (1975) contends, 
"Although there seems to be agreement that the most appropriate formulation is of the 
form E/GNP =/(GNP/N).. . . (2.11) where E represents government spending and 
GNP/N is per capita GNP. Also, another formulation is of the form E =/(GNP).. . . 
(2.12), has been utilised to carry out empirical tests". In order to estimate the elasticity 
coefficient using these formulations, log-linear specification (double log, log-log or 
constant elasticity model) has been proposed, which can be expressed as: 
In 
GNP 






= \nc-\-d\n GNP 
N 
.(2.14) 
Where the regression coefficient b and d give direct measure of elasticity, b the ratio 
income elasticity and d the simple income elasticity. For the existence of Wagner's 
law, b > O a n d d > 1. 
Several attempts have been made in developed and developing countries over 
nineteenth and twentieth century to test the validity of Wagnerian hypothesis. The 
literature on this subject comprises of international time series and cross sectional 
comparison and the individual country studies. Most of the writers on this subject 
have agreed with the conclusion 'more to support than to controvert Wagner's law', 
even those who have for reasons of varying merit criticised the rationale offered by 
Wagner or the suitability of the available evidence for testing his proposition. 
(Eckstein Otto, 1967, Dalton Hugh, 1954, Fabricant Solomon, 1952, and Taylor 
Phillip, 1961). Professor Musgrave's conclusion in this regard is quite interesting to 
be noted here. He asserts, "The available time series evidence (for Germany, United 
States and United Kingdom) supported Wagner's law". Although he observes it 
properly, "In principal one cannot really predict the course of total public expenditure 
during development but only of particular components of the total", as, indeed 
Wagner did (Musgrave R.A., 1969). Musgrave also found, however, (as did Gupta, 
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1968), that the hypotheses of a rising government share was not supported by the 
relative size of government in the countries at the upper end of per capita income 
scale in an international cross sectional analysis. 
The study of Fabricant (1952) provided a strong impetus to the empirical work 
on the growth of expenditure in relation to communities output. In his study, 
Fabricant explained variation in the level of per capita total expenditure among US 
States by using three albeit correlated factors- per capita income, population density 
and degree of urbanisation. On the other hand, Martin and Lewis (1956) tried to 
establish same norms against which planners could compare and judge the adequacy 
of the pattern and level of the expenditure. In contrast to Wagner's argument, they 
observed that those countries which spend relatively more on public services today 
than they did hundred years ago was not that they were richer but they had a different 
concept of the duties of the State. 
A cross sectional follow up study of Williamson (1961), however, shows a 
positive correlation between government expenditure share and per capita income. 
Subsequently, studies, which have concentrated to examine the growth of public 
expenditure in the context of developed countries with the help of long time series 
data, have almost verified the proposition of 'expending State activity'. 
The German experience during 1872 - 1958 period studied by Andic and 
Veverka (1964) is not too different from Wagner's law. A notable feature of German 
expenditure growth was the marked Centralisation of government spending over this 
period. A somewhat similar concentration was also suggested by British data 
(Peacock and Wiseman, 1961). Again in Sweden from 1913 to 1958, the relative size 
of the public sector increased markedly, especially, with respect to Central 
government civilian expenditures, including transfer and the degree of Centralization 
increased (Hook E., 1962). A similar expansion of the public sector as per capita 
incomes rose occurred in Norway (Johansen L., 1968) and the United States (Gupta, 
1967 and Musgrave, 1969, Henning and Tussing, 1974b). A similar increase in 
government expenditure as a proportion of GNP for the period 1890 to 1960 was 
observed for the Japanese case, except for the very last years of the period (after 
1953) (Emi 1963). The experiences of Japan, Norway, Ireland, US and Canada reveal 
that there does not appear to have been any persistent tendency toward the 
concentration of expenditure at the Central government level over long run. 
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While the historical studies of government spending in developed countries, 
indeed, supported unanimously the notion of expanding public sector. Beck's study of 
thirteen developed countries reveals that in eight of thirteen countries real size of the 
public sector actually declined during the period 1950 to 1970 (Beck, 1976). A follow 
up study (Beck 1979) also depicts an increasing trend of transfer payments in 
comparison with public consumption expenditure. 
Some other international cross-sectional studies, which do not support the 
findings of the Wagner's law, include Musgrave (1969), Gupta (1968), Goffman and 
Mahar (1971) and Pluta (1981). Musgrave, for example, examined the ratio of current 
expenditure to GNP and found that if countries are divided into high and low income 
groups the positive relationship between government spending and per capita GNP 
does not hold true and this relationship breaks down for the low and high groups 
taken by themselves. This conclusion was also supported by Gupta (1968). In the 
study of Goffman and Mahar (1971) for six Caribbean countries, it has been found 
that there was large unexplained variation in the time pattern of government 
expenditure growth, though income, population and price being the significant 
explanatory variables influencing government expenditures. In addition to 
displacement effect, impact of developed countries domestic political philosophy and 
demonstration effect were observed to be equally influential. Similarly, Pluta (1981) 
analysed the trends of public expenditure in 20 developing countries and concluded 
that there existed declining share of public consumption in thirteen countries in 
comparison with transfer payments. He observed that productivity lag was a major 
reason for decline in public sector. 
There are, however, a few time series studies available for developing 
countries at the aggregate level. But these studies also reflect the increasing trend of 
government expenditure in comparison with community's output. Reddy (1970) 
examined the growth and pattern of public expenditure for India and proved the 
Wagnerian doctrine that government expenditure increased at a faster rate than 
community's output and that the permanent influences of population growth and price 
changes did not have a significant impact on the secular growth of government 
expenditure. 
Enwenze's work (1973), which covers a relatively small period 1959 to 1968, 
does not use the suitable empirical formulation. Wagner and Weber (1971) test the 
Wagner's law for India using a specification, which includes a permanent income 
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variable. It has been amply demonstrated by Laumas and Laumas (1976) and Murthy 
and Sharma (1977) that the permanent income hypothesis does not hold good for the 
Indian private consumption expenditure. 
Another study by Madhavachari (1982) showed an upward shift in income 
elasticity overtime on investment expenditure and its components in comparison with 
shift in consumption expenditure. Thus, over an entire period, the expenditure 
approached the point of stability, viz., income elasticity being more than unity. 
Murthy N.R. (1981) attempted to test empirically the validity of Wagner's law in case 
of India for the period 1960 to 1976. Regressing real per capita expenditure by type an 
aggregate on real per capita income, the author obtained the estimate of income 
elasticity for category and aggregate expenditures using OLS method. The estimates 
of positive ratio income elasticity for both the total government expenditure and its 
components provide the statistical evidence confirming the validity of Wagner's law 
of public expenditure in India. The results, also, affirm that non-resource absorbing 
expenditure has grovm more rapidly than resource absorbing government expenditure. 
A similar inference was provided by Upendra (1995-96), who tried to test the 
validity of Wagner's law in case of India for various categories of expenditure for the 
period 1970-71 to 1991-92. For this purpose the author estimates elasticities of per 
capita public expenditure with respect to per capita growth of national product for all 
categories. 
Brazilian data suggests that public sector behaviour does more to verify the 
law than to refute it (Mahar and Rezende, 1975). Likewise, some cross sectional 
studies also supported Wagner's conclusion including Horowitz (1965) and Thorn 
(1967). 
Safa Demirbas (1999) finds no support for Wagner's law in Turkey while 
testing it through the long run relationship between government expenditure and GNP 
for the period (1950-1990), using Co-integration technique and Granger Causality 
test. 
A recent study by Wing Yuk (2005) considers the long-run relationship 
between government expenditure and economic growth for United Kingdom over the 
period 1830 to 1993. The causality analysis, which is carried out using VAR model, 
unit root, Co-integration and Granger Causality test, allows for the effect of exports 
and for the presence of complex structural breaks in the data. GDP being the 
dependent variable and share of expenditure and share of export to GDP the 
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explanatory variables; the results support the export led growth hypothesis. Although, 
support for Wagner's law is sensitive to the choice of sample period, there is evidence 
that GDP growth causes the share of government spending in GDP indirectly. 
It is evident from the studies on Wagner's law that the law holds true in 
aggregate terms for most of the developed and developing countries. However, the 
disaggregate analyses contradict the Wagnerian doctrine: for some components of 
public expenditure, the law seems to hold valid, while for others it is not favoured. 
Writing on Wagner's law. Bird (1970a) concludes for the Canadian data that 
Wagner's law is not disproven at the aggregate level. 
It follows from the above discussion that while testing the validity of 
Wagner's law, most of the time series studies have analysed empirically the long run 
relationship between government expenditure and economic growth (whatever be its 
indicator). While doing so, they have opened a new dimension for research, i.e., 
which of the two variables causes the other. In other words, the nexus between 
government expenditure and national income became a separate subject of research in 
public finance. Various attempts have been made in literature for examining the 
causal relationship between public expenditure and national income. These include, 
among others, Gupta (1967), Mann (1980a), Sahni and Singh (1984a, 1984b, 1986), 
Afxention (1986), Ram (1986, 1987), Syed Et.al (1989), Holmes and Hutton (1990), 
Afxention and Apostolos (1991), Bhat Et.al (1991), Mohsin Et.al (1992), Sarma 
(1992), Stefan and Magnus (1998), Arghyron (1999), Bose (2003), etc. These studies 
have considered not only the aggregate size of government spending but also the 
various categories of it along with the variable of economic growth, which has been 
represented by GNP in some studies, while GDP in others. In order to find out the 
causal relationship, Dickey-Fuller and Co- integration techniques. Granger Causality 
test and VAR model were applied. The results of these studies are diverse. Some 
support the view that government expenditure causes economic growth, while others 
maintain that there exists by directional causality between government expenditure 
and economic growth. The difference in their conclusions is also on account of the 
type of data and methodology they have used. The divergence in the findings of these 
studies can be observed more sharply when the level of government expenditure is 
disaggregated. 
Attempts have also been made to test empirically the displacement hypothesis 
of Peacock and Wiseman (1961). They advanced the notion that during the period of 
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social upheavals like war the public expenditure was displaced from the old level and 
never returned to the pre- war level (Peacock and Wiseman, 1961). But displacement 
of expenditure (as explained by Peacock and Wiseman) remains controversial subject 
among the economists. To them, the recognition of displacement of public 
expenditure is ambiguous, for, whether this displacement arrives either from the shift 
in constant or from slope coefficient or both. In this connection, Gupta (1967), while 
testing the constant term and slope coefficient separately, observes that once the 
government expenditure is shifted to higher level, due to whatever reasons, it never 
comes back to the previous level. This type of 'ratchet effect' occurs due to 
habituation of people to new tax levels and for a changed favourable attitude toward 
public expenditure. On the other hand, Rosenfeld (1973) argues that the social 
disturbances do not provide the proper point of departure from the analysis of long 
run trend in government spending. However, he sees different types of displacement 
effects, as one that would shift up the trend lines for certain expenditures but not for 
others leading to a shift in rising trend line for the total. In the case of France also, the 
displacement effect reduced to a threshold effect (Andre and Delorme 1978). The 
Indian experience shows that a major non-global social disturbance brought a shift in 
the parameter of public expenditure accompanied by structural break in aggregate 
level (Nagarajan 1979). 
All the studies which tested empirically the displacement hypothesis have 
considered log linear multiple regression model of the form: 
In Expt = a + b ln(Xit) + c ln(X2t) + +Ut (2.15) 
Though, there appears to be apparent contradictory evidence while testing the 
displacement hypothesis, yet it is of great help to develop the alternative proposition 
of tax led budgetary expansion particularly in the context of developing countries. In 
these counties either due to low share of foreign aid or due to underdeveloped 
monetary and capital markets, the level of expenditures depends much more heavily 
on the tax system to place the required revenues at the disposal of the government 
(Heller, 1967). 
Oshima's observation that major constraint of actual government activities is 
not the expenditure side of the account but its revenue side generated a great deal of 
interest in search of the theory of tax structures development (Oshima, 1957). To 
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mention a few valuable contributions in this area are Hinrichs (1965, 1966), Musgrave 
(1969) and Bird (1970b). Hinrichs, for example, holds the view that the rapid increase 
in the share of government spending in national income occurs during the process of 
social mobilization involving industrialisation, productivity increment and income 
changes. This study also shows that opeimess index as a share of GNP is a much 
better index of government revenue share than per capita income in low-income 
countries. Similarly, Musgrave (1969) proceeds to develop a general theory of tax 
structure development. If the structure of taxes could be represented by the ratio of 
direct taxes to indirect taxes, his ideal tax structure would have a U shape. The share 
of direct tax first declines in earlier stage of economic development and then rises at a 
later stage of development policy. 
Apart from these contributions there are some other cross-sectional and time 
series studies on this subject including Lewis (1963), Lotz and Morss (1967), Mcleod 
(1973), Chelliah and others (1975), and Mann (1980b). Most of these studies have 
attempted to compute the tax efforts and taxable capacity using government revenue 
share stochastic regression model. The taxable capacity is related to the various 
indices of economic development such as per capita income, imports, exports, 
composition of income, monetisation etc. A general conclusion derived from these 
studies is that availability of taxable bases is a more important determinant than 
variations in the demand for government expenditure. 
The same line of argument has been examined by two major studies of Lotz 
(1970) and Diamond (1977) who tried to find out the magnitude of influence of 
demand and supply factors in accentuating the public expenditure growth in 
developing countries. In his study, Lotz, foimd that govenmient expenditure patterns 
had significant association more with other economic and social factors than with the 
level of per capita income, as is usually perceived by many studies. In countries with 
intensive development (i.e., one which penetrates the whole economy with an increase 
in per capita income, monetisation, urbanisation and literacy), expenditures for social 
welfare were found particularly important. In this study, the tax revenue was 
considered as a major constraint of the expenditure growth, but not for all forms of 
expenditure equally. In the study made by Diamond it is shown that the public 
expenditure ratio in developing countries is highly influenced by supply factors. This 
analysis suggests that for the poorer developing countries the ability to raise finance is 
crucial in determining the level of public spending. 
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Owing to the recent concern over the growing budget deficit, there is a spurt in 
the studies focusing their attention on understanding the nature of relationship 
between government expenditure and government revenue. There are three diverse 
views as far as the relationship between government expenditure and government 
revenue is concerned; 
(a) raising tax leads to more spending (Friedman, 1978,1982), 
(b) expenditure causes revenue (Peacock and Wiseman, 1961,1979) and 
(c) govenmient may change expenditure and taxes concurrently (Meltzer and Richard 
1981 andMusgrave 1966). 
a, b & c are known by their famous names as 'tax spend hypothesis', 'spend tax 
hypothesis' and 'fiscal synchronisation hypothesis' respectively. Thus, whereas the 
first two hypotheses argue unidirectional causality between government expenditure 
and government revenue, the third one advocates a bi-directional causality between 
the two variables. 
The relationship between government taxes and spending has been examined 
by several authors. Most of the empirical research in this direction was aroimd the 
United States economy at both Federal and State level (Marlow and Manage, 1986, 
1987, Joulfaian and Mookerjee, 1990, Holtz Eakin Et.al, 1987, Anderson Et.al, 1986, 
Conway Et.al, 1984, Blackley, 1986 and Ram, 1988 a, b). Most of these studies tried 
to verify the validity of government revenue expenditure hypothesis postulated by 
Friedman (1978), Buchanan and Wagner (1977, 1978) and Barro (1974, 1979) in the 
context of United States economy. Their result in general supported the Barro 
hypothesis that expenditure causes revenue and contradicted the Friedman, Buchanan 
and Wagner hypothesis. The analysis of Furstenberg Et.al, (1986) using VAR 
technique revealed little evidence that spending causes tax. 
It may be observed that the findings of most of these studies in the context of 
United States economy are, in general inconsistent and quite contradictory. Most of 
these studies used standard Granger Causality test. 
The basic shortcomings of these pre 1990 studies is that they employed bi-
variate causality test. But omitting important control variable can lead to biased 
estimate and misleading interpretation. The post 1990 studies have largely used the 
method of Co-integration analysis and ECM framework. But the results have varied 
largely due to different sample range and to some extent due to different testing 
procedures (Vamvoukas 2000). Under post 1990 studies Russic Miller (1990), Bhat 
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Et.al (1991), Naidu Et.al (1995), Owoye (1995), Dhanasekaran (1997-98), Darrat 
(1998), Das & Das (1998), Fasano and Wang (2001), Pearson Et.al (2001), Gabriella 
Legrenzi and Costas Milas (2002), Khundrakpam J.K. (2003-04), Barua Shubhasish 
(2005), etc are worth mentioning. 
There are some studies, which have empirically examined various other 
aspects of government expenditure. A brief survey of some of these studies is 
presented here. 
We begin our discussion with the study by Reddy et.al., (1984), which 
analysed the growth of Central government expenditure both in nominal and in real 
terms for the period 1950-51 to 1977-78 with special reference to Gujarat. Using the 
technique of Input-Output analysis, they concluded that during 1950-51 to 1965-66, 
40 percent of the increase in the total Central government expenditure was on account 
of changes in price and 60 percent on account of the increase in the quantity of goods 
and services purchased. During 1966-67 to 1977-78, as much as 71 percent of the 
increase was on account of changes in prices and only 29 percent of the increase on 
account of the increase in the quantity of goods and services purchased. 
A similar study by Sarma and Tulsidhar (1984) accessed the impact of Central 
government expenditure on the different sectors of the Indian economy using static 
input output model for the year 1971-72. Compared with the earlier studies, the 
distinguishing feature of this study is the inclusion of the impact of the expenditure on 
salary disbursals. Authors have tried to work out the indirect import requirement and 
the employment impact of the government expenditure and the changes in its 
consumption. They found that the direct effect of salary disbursement was higher than 
that of commodity purchases. 
Another study by Bhattacharya (1984), analysed the behaviour of major 
macro-economic variables notably, national income, employment, price level, saving, 
investment, public expenditure and revenue in the mixed developing economy of 
India. He utilised the data for the period 1950-51 to 1975-76 and employed log linear 
multiple regression model to capture the influence of exogenous variables. Among 
several important findings that emerge from his study, a notable conclusion is that 
major sources of revenue and expenditure are determined endogenously rather than 
exogenously mainly on account of (a) dependence on income, price, employment and 
other market factors and (b) interdependence between revenue and expenditure 
through the government budget constraint. 
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Avadhani (1987) used income and price elasticity coefficients and the 
technique of multiple regression analysis to capture both real and monetary factors 
indicating real and monetary effects of government expenditure on Indian economy 
for the period 1950 to 1985. It is inferred from this study that the government 
expenditure in India has been growing autonomously, justifying Wagner's thesis. It 
has also been growing with population, income and price in India. Monetary effects 
are found to be more prominent than real effects for the growth of government 
expenditure in India. 
Using multiple regression equation in log-linear form, Reddy (1988), 
considered four explanatory variables to investigate empirically the validity of 
Wagner's law and displacement hypothesis. These variables were: per capita GNP as 
an indicator of economic development, per capita plan outlay to represent social, 
cultural and political philosophy of the country, share of income from manufacturing 
sector for technological change and the share of urban population to total population 
as an index of urbanisation. The author concludes that the growth of (a) Central 
government expenditure and (b) combined expenditure of Centre, States and Union 
Territories in India is explained 99 percent by all explanatory variables taken together, 
but the level of economic development has been the major factor. Whereas Wagner's 
law is valid from all angles, the displacement hypothesis is not supported in the Indian 
case. 
A similar study was conducted by Khanal (1988), who studied the growth and 
pattern of govenmient expenditure in Nepal for the period 1965 to 1981. His 
conclusions too, supported the existence of Wagner's law. The study by Singh M.P. 
(1988), using partial adjustment model, found that the speed of adjustment of the 
actual expenditures to the desired expenditures was low. Not more than 15 percent to 
20 percent of rise in desired expenditure is wiped out by the budgetary expenditure. 
The author in particular, focused on the impact of developmental expenditure on the 
productive capacity of the economy. 
Khan (1993) while analysing the growth of Central government expenditure 
and its financing pattern in India, found that over the period 1950-51 to 1989-90, 
government expenditure grew at the aggregate level as well as category wise both in 
nominal and in real terms but the increases in capital expenditure as compared to 
revenue expenditure and the increase in developmental expenditure in comparison to 
non developmental expenditure were more pronounced in absolute terms. Yet another 
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study by Sahoo A. and S. Pohit (1994) for India covering a decade of 1978-79 to 
1988-89 revealed the fact that the increase in the budget deficit due to the increase in 
government consumption expenditure, as against the government capital expenditure 
worsened the trade balance, dampened the real income and raised the price level. On 
the other hand, the increase in the government investment expenditure improved the 
trade balance, raised the economy's real income and brought the inflation rate down. 
This analysis was carried out using simulation technique covering behavioural 
equations explaining prices, output, exports and imports and definitional equation 
specifying the fiscal, monetary and balance of payments developments. These 
equations were estimated using two stage least square procedure. 
Studys by Ismael and Fransisco (2002) and Luca and Massino (2005), have 
employed Median Voter model for examining the determinants of government 
expenditure. Ismael and Fransisco conducted their analysis using the paired data 
technique for the sample of OECD countries in the period 1970 to 1997. The spending 
category has been expressed as a function of tax price, as perceived by the voter- tax 
payer, voter tax payer income, income and price elasticities, and this relation was 
estimated using three stage least square procedure, containing OLS and GLS 
technique. The results of the analysis reveal that besides income and price, 
institutional factors, population density and its age structure have significant effect on 
the composition of government expenditure. 
Luca and Massino (2005) have shown that cantonal behaviour is sensitive to 
federal subsidies and a 10 percent increase in cost of benefits causes a 1.4 percent 
decrease in benefit's amounts. Moreover, changes in Median income seem to have 
significantly larger effects on budgetary behaviour that do equal changes in grants 
from the federal State. In the Median Voter model, demand for public health 
expenditure per capita is assumed to be a function of Median Voter income, median 
tax share, marginal State share, inter government grants and some demographic and 
structural factors. 
Agell et.al (2003) have tried to analyse the interrelationship between 
government size, taxation and economic growth. In particular, the study addresses the 
problem of simultaneity arising in such econometric analyses, which was ignored by 
others. Using regression analysis with potential GDP as the dependent variable and 
government size and taxation as explanatory variables, the study found that the 
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estimated partial correlation between size of the public sector and economic growth is 
statistically insignificant and highly unstable across specifications. 
A study by Jena Pratap Ranjan (2004) of State level government expenditure 
in India concluded that States should aim at reducing unproductive expenditure and 
retionalise the expenditure to augment process of growth. Using panel regression 
model for the period 1970-71 to 2001-02 and taking into account real GSDP as an 
explanatory variables, it is emphasised that State spending on infrastructure and 
investment in physical and human resources has positive impact on growth parameter. 
A study of 105 developed and developing countries during the period 1970 to 
2001 finds that in developing countries, the effect of FDI on economic growth is 
reduced when the ratio of public current expenditure to GDP exceeds 25percent. A 
contrary relationship, however, is found in developed countries. In addition, while the 
individual effects of these two factors on economic growth are negative, their 
interaction term has a positive sign. The study used linear regression technique to 
analyse empirically the relation between long-term growth of government expenditure 
(as dependent variable) and the share of FDI in GDP, public capital and public non-
capital expenditure, the share of private investment to GDP (as explanatory variables) 
(Vu Le Manh and T. Suruga, 2005). 
Kaur (2006) considered the relationship between gross fiscal deficit and social 
sector expending as well as the broad trends in plan and non- plans expenditures of 
Centre and States in India. The author reaches the conclusion that expenditures on 
food subsidy, health, education, etc. have no role in increasing the gross fiscal deficit 
of the Central government, as there is negative and insignificant relationship between 
these variables. Fiscal deficit is the product of the excessive expenditure on other 
sectors rather than social sector. 
A recent study by Cameron A Shelton (2007) has made an attempt to test 
empirically various leading theories explaining the growth of government. The study 
takes into account more than hundred countries for a period of three decades (1970 to 
2000). The cross sectional and inter temporal variation in government expenditure 
including education, defence, public health, etc is examined using log linear multiple 
regression technique with trade openness, population, per capita GDP being the 
explanatory variables. The study claims to have found a new explanation of Wagner's 
law, i.e., preference heterogeneity leads to decentralisation rather than outright 
decrease in expenditure. 
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A number of scholars also paid much attention to study the relationship 
between defence spending and economic growth in recent times. But, the findings of 
earlier studies on this subject are highly diversified in nature. Hence, it is necessary to 
review some of the earlier studies, which are more complicated so as to have an idea 
of empirical testing on this aspect. 
Rothschild (1977) considered the pattern of rank correlation across growth, 
exports and military spending for 14 OECD countries and concluded that military 
spending led to reduce export and lower economic growth. Emile Benoit (1978) 
explored the relationship between defence spending and economic growth of 44 less 
developed countries over the period 1950 to 1965. He found out that there was a 
positive relationship between defence spending and economic growth. Federiksan and 
Looney (1982) used growth equation for a cross section sample of less developed 
countries. The sample is classified into resources constrained less developed countries 
and resources rich less developed countries. The study revealed that increased defence 
spending promoted economic growth in resources rich nations but not resources 
constrained countries. 
By using the technique of Harrod-Domar model for a sample of 54 less 
developed countries, Lim (1983) foimd out that higher defence spending reduced 
economic growth. Faini et al (19S4) examined the relationship between defence 
burden & economic growth for 69 countries over a period of 1952 to 1970. Their 
result confirmed that greater defence burden was associated with slower growth. 
Biswas and Ram (1986) examined the impact of military expenditure on 
economic growth of less developed Countries. They divided the sample of 58 less 
developed countries for the period of 1960 to 1970 and 1970 to 1977 into 'lower 
income' and 'middle income' Countries. An augmented growth model has been used 
to test the hypothesis. They found out that defence expenditure and economic growth 
did not have any significant relationship. 
The above studies used ordinary least squares to estimate the necessary 
equation in general, i.e., 
GR = aX + bDE + e (2.16) 
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where GR is the economic growth rate, X is the vector of explanatory variables and 
DE is measure of defence expenditure, e being the residual term. But there is no 
strong evidence that defence expenditure is exogenous variable due to the fact that 
defence spending is more responsive to financial constraints than other government 
programmes in less developed countries. Hence, the above results are methodogically 
objectionable because, first we have to determine whether defence expenditure leads 
to economic growth or economic grovrth leads to defence expenditure for which 
causality test is more appropriate than ordinary least square method. 
With regard to the examination of casual nexus between economic growth and 
defence spending, Wayne Joerding (1986) used Granger Causality test. He inferred 
that there was a feed back effect between defence spending and economic growth. 
Pilandon Louis (1987) made an analysis to identify the causality between 
military spending per head associated with other macro economic variables-
population density, GDP per head, indebtedness per head and foreign trade per head 
for the year 1979. The study distinguished between seven groups of countries 
depending on the geo-strategic area, viz., 
i) Atlantic Alliance (NATO), 
ii) Warsaw Pact, 
iii) Rest of Europe (including Albania & Yugoslavia), 
iv) Middle East, together with North Africa (Morocco, Algeria, Tunisia, Libya), 
v) Asia, together with Oceania (Australia and New Zealand), 
vi) Latin America fi-om the Rio Grande to Tierra Del Fuego and 
vii) Black or sub Saharan Africa. 
The statistical methods used in this study are essentially: the coefficient of correlation, 
the ordinary method of least square, analysis of variance and standard deviation, the 
student and snedecor- F test and the Durbin-Watson test. The results of the analysis 
show that population is the least significant variable explaining the growth of military 
spending for all groups in question. The significance of GDP per head as a cause of 
the growth of military spending differs from one group of countries to another. 
Indebtedness per head and foreign trade per head indicate mild relationship with 
military spending for various groups under study. 
A related study for developing countries on the subject deals with two 
important issues namely, the extent to which developing countries actually pay for 
their own defence, and the role of defence and the pre-occupation with it in the 
45 
economic decision making process (Rivlin Paul 1987). It is felt that developing 
countries need sufficient stability in the political and general international sphere to be 
able to concentrate on economic development. 
An Indian study for the period 1950-51 to 1989-90 concludes that there is an 
independent relationship between defence spending and economic growth (Bhat K.S. 
and Palanivelu, 1994). The possible reasons attributed to this phenomenon are: 
i) Defence outlay on the basis of economic growth caimot be decided due to threat 
perception from neighbouring countries such as Pakistan, China, and internal 
disturbances and 
ii) The positive and negative effects of defence expenditure on economic growth will 
nullify its actual influence on growth. 
A study of 11 small industrialising economies estimated the random effect, 
fixed effect and dynamic effect models in order to assess the impact of military 
spending on external debt as percent to GDP. The results of the analysis suggest that 
military burden does, indeed, have a positive impact on the share of external debt in 
GDP. (Appendix Table A.2.1 shows the association of individual determinants with 
government expenditure. Appendix A.2.2 provides the description of determinants' 
analysis of government expenditure carried out by some studies). 
Besides the studies reviewed above, there are many more which have tried to 
focus their attention on the complex relationship between government expenditure 
(both in aggregate as well as category wise) and other macro economic variables like 
Prakash and Chaudhary (1990), Omotor Danglason G (2004), etc. 
2.4: Expenditure Management in India; Efforts and Implementation 
The theoretical literature combined with empirical attempts to examine the 
behaviour of government expenditure has provided an excellent path for the present 
study to follow during the course of analytical work. However, it will be unfair on the 
part of the researcher if the efforts made at the Centre in India to retionalise the 
government spending are not examined before any further analysis. In this 
connection, a recent study by Premchand (2008) is quite useful. In his study, 
Premchand has revisited the subject of public expenditure management in India over 
last fifty year. He analysed critically the reform process in the system of government 
expenditure at the Centre, the problems arose in its implementation and the issues that 
are embedded in the system and need to be addressed if the system is to be rendered 
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effective. We give below a brief summary of his work so as to have an idea of the 
efforts made and their implementation and reforming the system of public expenditure 
management. 
In India, the processes of and institutions for public expenditure management 
have been at work for more than 50 years. Indeed, the objectives of public 
expenditure management have changed over time from merely complying with the 
rules of spending to paving the way for efficiency and accountability in public service 
provision. Several attempts have been made to identify the shortcomings in the 
systems and institutions and initiate reforms to remedy them. But, poor and 
ineffective implementation stemming from inertia and indifference have not yielded 
the expected results. The efforts made by the Central government to update itself at 
frequent intervals are important in view of their extensive impact on resource 
allocation, resource utilisation, resource use accounting and, more significantly, on 
strengthening the trust of the people in the safeguards taken for the maintenance of the 
stewardship role. 
The history of expenditure management reform in India reveals a series of 
efforts made in numerous areas over several years. These efforts are enumerated in a 
chronological order in Appendix Table A.2.3, whereas Appendix Table A.2.4 
provides the detail of origin and impact of various initiatives of expenditure 
management. 
The first issue before the government of Independent India was related to the 
responsibility for resource management. Till 1950, the tasks of resource allocation 
and resource mobilisation were vested, both in terms of functions and in terms of the 
traditions of work, in the Ministry of Finance. 
With the establishment of the Planning Commission, it was made possible to 
transfer some parts of the work from the Ministry of Finance to the Commission. 
Thus, it was determined that the role of the Planning Commission would comprise 
analytical studies and formulation of plans, while the final responsibility for allocation 
of resources and for mobilisation of resources, which drew their legitimacy by virtue 
of their inclusion in the Annual Financial Statement, would be that of the Finance 
Ministry. 
But, the initial experience in the implementation of the plans revealed the 
immense potential of waste inherent in the rapid expansion of government 
expenditures and the large possibility of inclusion of projects and programmes. 
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without full consideration of their feasibility. The issue for consideration then was, 
whether these tasks could be carried out by the then existing system of expenditure 
management. There was a clear understanding that these, novel as they were, were 
beyond the capacity of the Ministry of Finance and the Plaiming Commission. To 
address these lacunae, two organisations were set up in the form of a Programme 
Evaluation Organisation and a Committee on Plan Projects (PEO and COPP 
respectively). 
The task of the PEO was to undertake a systematic evaluation of the 
completed projects and programmes, so that lessons of experience could be identified 
and applied to future programmes. The establishment of COPP was an independent 
effort, with experts from government and the corporate sector pooling their talents, so 
that improvement could be secured in the system of government spending. 
By the early 1960's, it became necessary for the goveniment to invest 
resources on project appraisal and monitoring on an institutional footing. This 
responsibility was considered to be exclusive to the Planning Commission, and by the 
early 1970's, divisions were set up for the purpose in the commission. An effort was 
also made by the department of Economic Affairs to mobilise resources through 
external sources. Consequently, a separate annual report on External Assistance was 
initiated by the early 1960's. 
The experience of first three Five-Year Plans revealed the fact that the plan 
allocations needed to be transformed, in order to gain budgetary legitimacy into major 
and minor heads. It became a complicated exercise, to ascertain the multiple heads, 
under which plan allocations were subdivided and provided for. 
With the appointment of Administrative Reforms Commission during the 
second half of 1960's, an overhaul of the administrative system was undertaken. 
Several measures were proposed to improve the system of expenditure management 
in government. These included, amongst others, the introduction of performance 
budgeting in the Central government on a supplementary basis, simplification of the 
accounting system through the abolition of suspense and settlement accounts as well 
as personal deposit accoimts, etc. However, the scope of performance budgeting at the 
Centre came to be limited to plan programmes in later years; and in effect, it became 
an annual ritual without any discernible influence on the expenditure management 
system. 
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In the 1980's, when the problems reappeared in a more virulent form, once again 
reliance was placed on the recommendations of an economic Committee, appointed 
by the AICC. Meanwhile, however, the measures suggested by economic committees 
and AICC, have come to be routinely implemented whenever there was a demand to 
reduce 'waste' and uneconomical expenditures. : 
During the mid 1980's, attempts were also made, as a part of the formation of 
long-term fiscal polices, to introduce an informal multi-year rolling expenditure 
planning, which was abandoned later on as a consequence of its misinterpretation in 
some quarters. This decade of 1980's also witnessed the introduction of zero-base 
budgeting in India. Although its actual applicability was limited to the indication of 
ceiling for new outlays (which any was being done for plan outlays) and excluded the 
other features of the system. This was revised in 2005 in the form of outcome budget, 
which intended to focus on the budgetary outcome, rather than intent. In the series of 
budget innovations undertaken by the Central government, the latest is gender 
budgeting, which, aims at identifying the resources utilised for addressing the 
problems of women. 
A significant part of the fiscal correction in the early nineties was through 
reduction in development spending, particularly capital spending a not very desirable 
out come. To carry the process of reducing the growth in non-developmental 
expenditure, the government has set up (in February 2000) an Expenditure Reform 
Commission. The main terms of references for the Commission were as follows: 
(I) To suggest a road map for reducing the fiinction, activities and 
administrative stucture of the Central Government, 
(II) To review the framework of all subsidies, both explicit and implicit for 
maximising their impact on the target population and minimise cost, 
(III) To review the framework for determination of user charges of 
departmental and commercial activities suggest an effective for cost 
recovery, 
(IV) To review the adequacy of staffing under Central Government Ministries 
attached offices etc, 
(V) To review the procedure for setting up of Government Funded 
Autonomous Institutions and 
(VI) To consider any other relevant issue concerning expenditure 
management in Government and make suitable recommendation. 
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The Commission had submitted ten reports relating to various departments and 
Ministries. 
The fiscal responsibility and budget management legislation, set up in 2001, 
mandated the govenmient to specify the different fiscal indicators that would be 
pursued by the government and limits were also placed on the levels of guarantees 
provided by the government. Very soon, many State governments enacted similar 
legislation, partly to comply with the new approach, and partly under the impression 
that it might be helpful in their negotiations with the World Bank, which has now 
launched a programme for lending to the sub national governments. 
The efforts during the 1950's and in the later decades aimed at converting an 
intrusive and not infrequently negative attitude into an arms length management, 
where the roles would be so defined that spending agencies would be given freedom 
to utilise the budgetary resources flexibly in the pursuit of their policies. Over the 
years, the spending agencies were empowered to shift appropriations from one 
regiment to another (although there were restrictions about shift from plan to non-
plan), to establish staff positions in select categories, and to award contracts. The 
categories of action that were contingent on prior approval from the Ministry of 
Finance were reduced, and greater powers were devolved to the agencies. The 
delegation has now reached a stage, where the agencies have full freedom to spend 
their budget allocations and to be self-accounting. 
The institutional form of financial management was developed through the 
system of Financial Advisers (FAs). Since the spending ministries had no supporting 
infrastructure except in the form of small budget and accounting cells, groups of 
ministries were provided with FAs, so that they could have regular contact with the 
agencies to which they were attached. This attempt proved however, to be less than 
satisfactory, as the FA was treated, not as a partner, but as a distant outpost of the 
Ministry of Finance, keeping a wary eye on the agencies. In the subsequent decades, 
the role of the FA was elaborated to have functional oversight on budgeting and 
accounting (the latter was de Centralised under the scheme of separation of accounts 
from audit out more of this further on) and in the management of all financial matters 
within the ministry. These resistance were overcome as a part of the tidal wave of the 
computer technology. Besides, the separation of accounts and making their 
maintenance, a part of departmental responsibilities, facilitated a quick compilation of 
accounts. In recent years, the government has also been periodically publishing data 
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on the statues of government finances, in conformity with guidelines issued by 
international agencies. 
The FA system although internal to the agencies, is still viewed as a lingering 
legacy of the previous process, as the FA is not entirely free from the implications of 
the shadow in which they work. The annual performance report of the FA is 
countersigned by, the Secretary of the Department of Expenditure. The independence 
of the FA is intellectually compromised moreover, the functional jurisdiction of the 
FA remains incomplete. His/her purview was to include internal audit. But, such audit 
is narrowly interpreted and is confined to verification of the payment claims. In its 
larger remit, internal audit involves a periodic examination of the implementation 
process undertaken and the results, which inevitably reflect on the administrative 
capacities of the agency, are submitted to the department heads. 
There is an additional handicap in that the monitoring continues to be oriented 
to and generally limited to financial aspects. From the agency's point of view, a 
management information system reflecting the varying needs of the different 
administrative schemes, broad at the base, and narrow but highly selective at the top, 
still needs to be developed. The need for such a system is also buttressed by the 
outcome budget. 
Efforts were also made fi'om time to time for the separation of the accounts 
according to the function administrative, offices, department and ministries. 
Developments in computer technology, electronic data processing, etc. have 
transformed the system on an enduring basis storage of enormous data and their quick 
retrieval have enabled a quicker processing of the routine task that are at the heart of 
the accounting system for the most part. However, they have neither replaced nor 
bridged the associated administrative process rather the electronic processing has 
become an adjunct to the conventional manual system. Parts of the payments continue 
to be made through the issue of cheque or payment vouchers, and electronic 
adjustments are used along with the traditional system. These areas are bound to 
undergo fiirther change, as greater progress is made in the payment system through 
the introduction of related techniques. 
It is thus, clear from the above discussion that a more proactive approach is 
needed at the political fi-ont to remove various types of lacunae in the system of public 
expenditure management as highlighted by Premchand. 
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Chapter 3 
Total Central Government Expenditure; A Time Profile 
3.1: Introduction 
The rapid growth of government expenditure has attracted the attention of 
scholars and poUcy makers in almost all parts of the world. The level of government 
expenditure (national accounts definition) rose slightly from below 23 percent to 
above 25 percent of GDP from 1993 to 2003. However, the quality of spending 
deteriorated over these ten years, though these tendencies have been checked in the 
subsequent four years. This level of spending is less than in all OECD countries with 
the exception of Mexico where spending is some five percentage points of GDP 
below that in India (OECD Economic Survey, 2007) 
In this chapter, an attempt has been made to analyse the trends in totals 
Central government expenditure in nominal terms as well as at 1993-94 prices and in 
relation to population and GDP (at factor cost). 
3.2: Trends in Total Government Expenditure 
Total government expenditure in nominal terms has grown tremendously from 
Rs.21371.76 crores in 1980-81 to Rs.422367.03 crores in 2003-04, nearly 20 times 
(Table 3.1). It grew at an annual average growth rate of 13.74 percent, which is 
slightly lover than the annual average growth of GDP at FC (14.45 percent) in 
nominal terms during the period 1980-81 to 2003-04 (See Appendix Table A.3.1). On 
the other hand, in real terms at 1993-94 prices, the growth of government expenditure 
was merely 3.36 times from Rs.65854.53 crores in 1980-81 to Rs.221619.97 crores in 
2003-04. It grew aimually at an annual average growth rate of 5.03 percent over the 
same period. 
It can be seen from Table 3.1 that the growth of government expenditure on 
revenue account was more pronounced than that on capital account both in nominal 
and in real terms. In nominal terms, expenditure on revenue account grew by 27.7 
times at an annual average growth rate of 15.60 percent during 1980-81 to 2003-04, 
while on capital account, this growth was just 7.55 percent over the same period. 
Similarly, government expenditure in real terms at 1993-94 prices increased at an 
annual average growth rate of 6.76 percent on revenue account during 1980-81 to 
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2003-04, but over this period it registered a negative growth of -0.68 percent per 
annum on capital account. Further more, the correlation coefficient between revenue 
and capital accounts of expenditure in real terms is found to be -0.27. This reflects 
that over the entire period of our study, the growth of expenditure on revenue account 
has not only been sharp but also at the cost of the growth of expenditure on capital 
account. The sharp increase in expenditure on revenue account as compared to that on 
capital account both in nominal and in real terms can be attributed to the fact that after 
1983-84, there has been a continuous deterioration on revenue account and capital 
expenditure has been curtailed to reduce the growing revenue and fiscal deficits 
(Sundaram I.S., 1991). Fiscal deficits, as published in government budget documents, 
have tended to understate the real imbalances. One possible reason for this 
phenomenon may be that the rate of interest at which the government appropriated a 
large share of the loanable resources of the banking system, through statutory 
liquidity ratio (38.5 percent maximum) and cash reserve ratio (15 percent maximum) 
were administratively set below what would have been market clearing levels 
(Srinivasan, 2000). 
If we compare the trends in the government expenditure during pre-reform and 
post-reform periods, we find that the total expenditure in nominal and in real terms 
registered a high annual average growth rate during pre-reform period in comparison 
to post-reform period. Expenditure in nominal terms grew at an annual average 
growth rate of 17.49 percent during 1980-81 to 1990-91 and at 12.08 percent during 
1990-91 to 2003-04. Similarly, government expenditure in real terms at 1993-94 
prices grew annually at an average growth rate of 8.53 percent during 1980-81 to 
1990-91 and 4.59 percent during 1990-91 to 2003-04. It may be observed that the 
compound growth rate of expenditure was higher than that of GDP at FC during pre-
reform period both in nominal and in real terms. But the situation reversed during 
post-reform period (Appendix Table A.3.1). The similar trends can be observed in the 
growth of expenditure on revenue and capital accounts. It should, however, be noted 
that the growth of capital expenditure declined more sharply than that of revenue 
expenditure from pre-reform period to post-reform period. The degree of correlation 
between revenue and capital accounts of expenditure is also reduced from the former 
sub-period to the later sub-period. 
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It is apparent from Table 3.1 that the total expenditure,ha^ been«or&than imil). 
elastic with respect to GDP at FC in nominal terms only on Wemie account durjiig > 
1980-81 to 2003-04. The income elasticity of expenditure on capitaUcooimrfell^^^ 
sharply from 0.97 during 1980-81 to 1990-91 to 0.34 during 1990-91 to 2003-04. 
Total expenditure and expenditure on revenue account were more than unit elastic in 
nominal terms during pre-reform period, but they became less than unit elastic during 
post-reform period. However, in real terms at 1993-94 prices, the income elacticity of 
expenditure on revenue account has been more than unity during pre-reform and post-
reform periods as well as for the entire study period. Moreover, the income elasticity 
on revenue account is higher in real terms than in nominal terms, but on capital 
account, it was less in real terms than in nominal terms. In real terms, the income 
elasticity was negative on capital account -0.13 during 1980-81 to 2003-04 and -0.44 
during 1990-91 to 2003-04. This is an alarming trend in view of the growing need for 
investment in key infrastructure sectors. 
Fig.s 3.1 and 3.2 show annual percentage changes over previous year in total 
expenditure both in nominal and in real terms respectively. These figures indicate that 
the total expenditure in nominal and in real terms attained the highest growth in the 
year 1984-85 over 1983-84. A large part of the additional expenditure was on account 
of import of fertilisers and plan and non-plan releases to public enterprises. Besides 
this, two supplementary demands for grants were also responsible for rapid growth in 
expenditure (Economic Survey, 1984-85). 
The increasing government expenditure over the years is a natural 
phenomenon and is guided by several economic and non-economic factors. However, 
its decline in any year is a point of concern. Dips in expenditure can be observed from 
Fig.s 3.1 and 3.2 in the years 1981-82, 1987-88, 1990-91, 1991-92, 1994-95, 1995-96, 
1996-97, 1997-98, 2000-01, 2002-03 and 2003-04. 
The reason for these dips in government expenditure are many. At the first 
place, it may be noted that in the inhial years of 1980's, the emphasis was placed on 
raising resources for investment in a non-inflationary manner, promoting domestic 
savings and increasing operational efficiency and productivity in the public 
enterprises. The government also initiated economies in expenditure, which were 
expected to yield savings of around Rs.650 crores in 1987-88. As is well known, the 
latter years of 1980's and the early 1990's witnessed precarious fiscal crises that has 




current prices and at 1993-94 prices grew at the lowest in the year 1991-92 as 
compared to 1990-91 owing to the control of fertilizer subsidy. 
The setback to the objective of fiscal correction suffered in 1993-94 proved 
temporary, with the 1994-95 budget restoring Central finances to the path of fiscal 
balance. The programme of fiscal correction continued in the latter budgets. The 
impact of lower revenue realisation was to a considerable extent cushioned by savings 
on the expenditure front (Economic Survey, various issues). 
3.3: Total Expenditure Per Head of Population 
It is found from Table 3.2 that per capita expenditure in nominal terms was 
Rs.314.75 in 1980-81, which went up to as high as Rs.3902.10 in 2003-04 (growing 
annually at an average rate of 11.46 percent). It has been on an average Rs. 1626.02 
during this period with a coefficient of variation of 67.94 percent. However, the per 
capita expenditure on revenue account has been much higher on an average at 
Rs. 1326.33 as compared to that on capital account Rs.299.69 for the period 1980-81 
to 2003-04. Likewise, the annual average growth rate of per capita expenditure in 
nominal terms was much higher on revenue account 13.28 percent than on capital 
account 5.40 percent over the entire study period. The correlation coefficient between 
revenue and capital accounts of per capita expenditure in nominal terms was 0.85. 
Per capita expenditure at 1993-94 prices rose from Rs.601.79 to Rs.1780.10 
on revenue account, declined from Rs.368.09 to Rs.267.40 on capital account and 
rose in aggregate fi-om Rs.969.88 to Rs. 2047.50 during 1980-81 to 2003-04. There 
respective annual average growth rates for this period were 4.62 percent, -2.66 
percent and 2.93 percent. It can be observed from Table 3.2 that the per capita 
expenditure in nominal terms has been less than that in real terms at 1993-94 prices 
over a considerable period. The correlation coefficient of per capita real expenditure 
between revenue and capital accounts was 0.32, much less than what it was in 
nominal terms. 
The income elasticity of per capita expenditure was more than unity on 
revenue account both in nominal and in real terms. But on capital account, it was 
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income elasticity on revenue account of per capita expenditure is observed in real 
terms 1.27 than in nominal terms 1.08. 
A comparison of the trends in per capita expenditure between pre-reform and 
post-reform periods reveals that the per capita expenditure in nominal and in real 
terms grew faster in pre-reform period than in post-reform period (as indicated by a 
fall in their average growth rates per annum from pre-reform period to post- reform 
period). However, per capita expenditure in nominal terms showed sharp growth as 
compared to that in real terms both during pre-reform and post-reform periods (may 
be due to inflationary pressure). The expenditure per head of population in nominal 
terms has increased by 3.82 times from Rs.314.75 in 1980-81 to Rs.1202.40 in 1990-
91 and further it rose to Rs.3902.10 in 2003-04 (i.e., an increase by 3.24 times during 
post-reform period). On the other hand, real per capita expenditure at 1993-94 prices 
did not increase considerably over the same period. It was of the order of Rs.969.88 in 
1980-81which went up to Rs.1630.50 in 1990-91 and further increased to Rs.2047.50 
in 2003-04. It is, however, worth mentioning here that the coefficient of variation in 
per capita expenditure has been much higher (more than twice) in nominal terms than 
that in real per capita expenditure at 1993-94 prices during 1980-81 to 1990-91.The 
coefficient of variation in per capita expenditure in nominal terms became almost 
three times than that in real terms during 19990-91 to 2003-04. It is also interesting to 
note that coefficients of correlation between revenue and capital accounts of per 
capita expenditure have increased from 0.51 to 0.97 in nominal terms and from -0.69 
to 0.53 in real terms from pre-reform period to post-reform period. On the other hand, 
the elasticity of per capita expenditure with respect to per capita GDP (at factor cost) 
both in nominal and in real terms decline from pre- reform period to post-reform 
period and that too, very sharply on capital account than on revenue account. The 
capital account of per capita expenditure in real terms witnessed a negative income 
elasticity of-1.16 during post-reform period. 
Fig.s 3.3 and 3.4 depict the annual percentage changes over previous year in 
per capita expenditure both in nominal and in real terms respectively. It is evident 
from these figures that there has not been a systematic growth pattern in per capita 
expenditure over previous year. The reasons for the decline in expenditure in per 

































• • * 





• • * 



















• * * 
« 


























3.4: Government Expenditure in Relation to GDP (at factor cost) 
So far as the share of government expenditure in GDP is concerned, Fig.3.5 
provides the trends in the ratio of government expenditure to GDP (at factor cost). It 
can be noticed from this figure that the average share of expenditure in GDP on 
revenue account has increased from 10.68 percent during the period 1980-81 to 1990-
91 to 13.81 percent during 1990-91 to 2003-04. But the average share of expenditure 
in GDP on capital account declined almost by half from 6 percent during 1980-81 to 
1990-91 to 3.02 percent during 1990-91 to 2003-04. The average share of total 
expenditure in GDP has also reduced marginally from pre-reform period to post-
reform period. 
The trends, discussed above, suggest that the rapid growth of expenditure 
during pre-reform period has been controlled to some extent through the fiscal 
measures taken by the government in 1991 and thereafter. However, the capital 
expenditure continued to decline, indicating that a large part of the capital has been 
used to reduce the growing deficit on revenue account. This is also supported by 
Singh N. and T.N. Srinivasan (2004), "Though total government expenditure in 
nominal and in real terms came down after initiating the reform process, revenue 
expenditure shot up only at the cost of capital expenditure". 
The significance of such permanent factors as the growth of population and 
price changes influencing the volume of public expenditure may be viewed from the 
trends discussed above. It may be observed that the real per capita expenditure at 
1993-94 prices increased by 2.11 times only as against the increase in total real 
expenditure by 3.36 times and the expenditure in nominal terms rose by 9.76 times 
over the period under study, i.e., 1980-81 to 2003-04. Thus, it may be said that the 
observed growth of government expenditure has been much higher than what it has 
been when converted in per capita real terms. However, the aggregate picture of the 
growth of government expenditure does not give us any idea what portion of the 
expenditure is devoted for developmental purposes and what goes to non-
developmental uses. The next chapter attempts to examine the growth of 
developmental and non-developmental expenditures so as to have a more 
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A Time Profile of Developmental and 
Non-Developmental Expenditures 
4.1: Introduction 
In the previous chapter, trends in total expenditure of the Central government 
have been examined both in absolute as well as in relative terms. In an attempt to 
evaluate the reform process in the system of expenditure management initiated during 
the decade of 1990's, we attempt in this chapter to examine the trends in 
developmental and non-developmental expenditures of the Central government for the 
period 1980-81 to 2003-04. 
4.2: Trends in Developmental and Non-Developmental Expenditures 
For the sample period of our study, i.e., from 1980-81 to 2003-04, the 
developmental expenditure in nominal terms has increased nearly 17.51 times from 
Rs.7558.78 crores in 1980-81 to Rs.132470.91 crores in 2003-04 with an annual 
average growth rate of 12.21. (Table 4.1). On revenue account, it grew from 
Rs.4499.00 crores in 1980-81 to Rs.l 13397.03 crores in 2003-04 (25.20 times) with 
an annual average growth rate of 14.57 percent, whereas on capital account it 
increased just by 6.23 times from Rs.3059.78 crores in 1980-81 to Rs.19073.88 crores 
in 2003-04, growing annually at 4.78 percent. On the other hand, the increase in 
developmental expenditure in real terms at 1993-94 prices has been almost one-fifth 
of its increase in nominal terms over the period 1980-81 to 2003-04. During this 
period, developmental expenditure at 1993-94 prices has increased from Rs.23291.48 
crores to Rs.69508.74 crores (i.e., nearly 3 times) at an annual average growth rate of 
3.62 percent. Like in nominal terms, developmental expenditure in real terms at 1993-
94 prices also registered a sharp increase on revenue account than that on capital 
account. It can also be seen from table 4.1 that whereas developmental expenditure in 
real terms on revenue account grew annually at 5.81 percent, on capital account its 
annual average growth rate is 3.24 percent for the period 1980-81 to 2003-04. 
The non-developmental expenditure is growing at a much faster rate than the 
growth of developmental expenditure both in nominal and in real terms (Table 4.2). 
The non-developmental expenditure in nominal terms on revenue account was of the 
65 
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Growth rate (% per annum) 
1980-81 to 2003-04 
1980-81 to 1990-91 
1990-91 to 2003-04 
Income-elasticity 
1980-81 to 2003-04 
1980-81 to 1990-91 
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Non-Developmental Expenditure of the Central Government (Rs. crore) 
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Source: Same as in Table 4.1 
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order of Rs.8423.94 crores in 1980-81which went up to Rs.238150.63 crores in 2003-
04 (a rise of nearly 28 times) with an annual average growth rate of 16.04 percent. On 
capital account, it rose from Rs.923.93 crores in 1980-81 to Rs.23823.06 crores in 
2003-04 (nearly 26 times) growing annually at 16.45 percent. The total non-
developmental expenditure in nominal terms has thus, grown tremendously from 
Rs.9347.87 crores to Rs.261973.69 crores over the period under study (nearly 28 
times). Its annual average growth rate for this period is 16.05 percent. Non-
developmental expenditure in real terms at 1993-94 prices increased nearly 4.8 times 
on revenue account, 4,4 times on capital account and 4.7 times in aggregate over the 
period 1980-81 to 2003-04 with annual average growth rates of 7.16 percent, 7.54 
percent and 7.17 percent respectively. 
It may be observed from Tables 4.1 and 4.2 that the gap between revenue and 
capital accounts of developmental expenditure is more pronounced than in the case of 
non-developmental expenditure both in nominal as well as in real terms. Besides this, 
the coefficient of correlation for the period 1980-81 to 2003-04 between revenue and 
capital accounts was 0.85 in case of developmental expenditure and 0.93 in case of 
non-developmental expenditure, both in nominal terms. However, in real terms, this 
correlation coefficient was -0.49 for developmental expenditure and 0.70 for non-
developmental expenditure. The increase on revenue account at the cost of capital 
account in case of developmental expenditure (as indicated by negative correlation 
coefficient) is an undesirable outcome keeping in view the concern of the government 
to increase the share of its outlay for developmental programmes. The faster increase 
in non-developmental expenditure relative to developmental expenditure may be 
mainly on account of increasing defence burden, interest liabilities and growing 
subsidies bill, etc. (Tyagi B.P., 2002). 
A comparison of the grov^h of developmental and non-developmental 
expenditures between pre-reform and post-reform periods reveals that both 
developmental and non-developmental expenditures have grown more sharply during 
pre-reform period in comparison to post-reform period both in nominal and in real 
terms (Tables 4.land 4.2). A reduction in developmental expenditure on revenue 
account in nominal terms from 5.9 times during 1980-81 to 1990-91 to 4.3 times 
during 1990-91 to 2003-04 may be noticed. On the other hand, an increase is 
witnessed in the case of non-developmental expenditure on revenue account in 
nominal terms from 5.17 times to 5.46 times over these sub-periods. It may also be 
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noted from these tables that the non-developmental expenditure on capital account 
declined more sharply in comparison to developmental expenditure on capital account 
with regard to the annual average growth rates. It should also be observed that the 
correlation coefficient between revenue and capital accoimt has indicated an increase 
in case of developmental expenditure both in nominal and real terms from pre-reform 
period to post-reform period. However, a reduction in correlation coefficient is 
observed between revenue and capital account in case of non-developmental 
expenditure both in nominal as well as in real terms. Also, the correlation coefficient 
between capital account of developmental expenditure and revenue account of non-
developmental expenditure is -0.57 for the entire study period and 0.06 for post-
reform period, which is disappointing. 
The income elasticity of developmental expenditure in nominal terms on 
revenue account has been slightly more than unity (1.01) during 1980-81 to 2003-04 
and 1.38 during 1980-81 to 1990-91. It was 0.91 during 1990-91 to 2003-04. But the 
capital account of the developmental expenditure in nominal terms was less than unit 
elastic with respect to income during these three periods. But in real terms, the income 
elasticity coefficient of developmental expenditure was -0.60 for capital account for 
the whole study period and it became 0 during post reform period indicating that the 
entire burden of fiscal correction programmes seems to fall on developmental 
expenditure and that too, more on capital account. In the case of non-developmental 
expenditure in nominal terms, its income elasticity on revenue account was more than 
unit elastic for the three periods being considered in the study. On capital account it 
was less than unit elastic only during post-reform period. On the other hand, the 
elasticity of non-developmental expenditure in real terms with respect to real GDP (at 
factor cost) was higher than that in nominal terms on revenue account, on capital 
account and in aggregate for the entire study period and for pre-reform period. But 
during post-reform period the income elasticity of non-developmental expenditure on 
capital accoimt was higher in nominal terms than in real terms. 
Annual percentage changes in developmental expenditure over previous year, 
both in nominal and in real terms are displayed in Fig.s 4.1 and 4.2 respectively. Fig.s 
4.3 and 4.4 give the annual percentage changes in non-developmental expenditure 
over previous year, both in nominal and in real terms respectively. It can be observed 
from these figures that the developmental expenditure in nominal and in real terms 
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due to the fact that the budget of 1984-85 laid a great emphasis on strengthening the 
productive potential of the economy on the one hand, and on expanding the 
programmes directly benefiting the weaker, the poorer and the under privileged 
sections of the society on the other (Economic Survey, 1984-85). On the other hand, 
the non-developmental expenditure reached the peak in the year 1986-87 over 1985-
86 because, the government had to rely on borrowings to meet its expenditure 
commitments, and this, in turn led to a growing bill for interest payments. The 
growing defence expenditure and the measures taken to implement fourth Pay 
Commission's recommendation also added to the problem (Economic Survey, 1986-
87). These figures also indicate large variations in developmental expenditure as 
compared to that in non-developmental expenditure, especially during post-reform 
period. Both developmental as well as non-developmental expenditures registered a 
negative growth over previous year many times during the study period. During the 
whole period from 1980-81 to 2003-04, developmental expenditure both in nominal 
and in real terms showed the lowest growth and that too more pronounced on capital 
account during 1995-96 over 1994-95. On the other hand, non-developmental 
expenditure also recorded negative growth in several years both in nominal as well as 
in real terms. Government's consistent efforts to economise expenditure after the mid 
of 1980's and a boost up to the process of fiscal consolidation given in 1991 may be 
held responsible for the decline in both developmental and non-developmental 
expenditures. 
4.3: Per Capita Developmental and Non-Developmental Expenditures 
Tables 4.3 and 4.4 give the trends in per capita developmental and non-
developmental expenditures respectively, both in nominal and in real terms. It can be 
seen from these tables that per capita developmental expenditure in nominal terms has 
increased by 15.81 times on revenue account, by 3.91 times on capital account and by 
11 times in aggregate during 1980-81 to 2003-04 growing at an annual average rate of 
12.28 percent, 2.68 percent and 9.96 percent respectively. For the same period, per 
capita non-developmental expenditure in nominal terms rose by 17.73 times on 
revenue account, by 16.17 times on capital account and by 17.58 times in aggregate 
growing annually at an average rate of 13.71 percent, 14.12 percent and 13.73 percent 
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Growth rate (% per annum) 
1980-81 to 2003-04 
1980-81 to 1990-91 
1990-91 to 2003-04 
Income-elasticity 
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Source: Computed from Appendix Table A.3.1 and Appendix Table A.4.1 
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Table 4.4 














Capita Non-Developmental Expenditures of the Central Government (Rs.) 
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CV (%) 45.29 
Growth rate (% per annum) 
1980-81 to 2003-04 13.71 
1980-81 to 1990-91 15.83 
1990-91 to 2003-04 12.41 
Income-elasticity 
Summary Statistics 
1980-81 to 2003-04 
1980-81 to 1990-91 
1990-91 to 2003-04 
CorreI.(Rev., Cap.) 
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Source: Same as in Table 4.3 
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respectively. Thus the gap between the growth on revenue aiid capital accounts ,16 j 
more pronounced in case of per capita developmental expenditures-tiian m cas^. 
capita non-developmental expenditure, both in nominal terms. - ---,._ 
On the other hand, per capita developmental expenditure in real terms at 
1993-94 prices for the period 1980-81 to 2003-04 increased by 2.69 times on revenue 
account, by 0.66 times on capital account and by 1.87 times in aggregate with annual 
average growth rates of 3.69 percent, -5.17 percent and 1.55 percent respectively. Per 
capita non-developmental expenditure in real terms grew by 3.01 times on revenue 
account, by 2.75 times on capital account and by 2.99 times in aggregate for the 
period under study with annual average growth rates of 5.01 percent, 5.39 percent and 
5.03 percent respectively. Thus what is observed from these trends is quite disturbing. 
When converted in per capita real terms, a negative growth is witnessed on capital 
account in case of developmental expenditure. Furthermore, the annual average 
growth rate of non-developmental expenditure is observed to be quite high in 
comparison to that of developmental expenditure, even when the influence of prices 
and population is eliminated. Likewise, in per capita real terms the correlation 
coefficient between revenue and capital accounts is much less (0.31) in case of 
developmental expenditure than in case of non-developmental expenditure (0.59). 
Moreover, the correlation coefficient between capital account of per capita 
developmental expenditure and revenue account of per capita non-developmental 
expenditure (both in real terms) is found to be -0.74, which is again disappointing 
It can also be seen from tables 4.3 and 4.4 that though annual average growth 
rates of both per capita developmental expenditure as well as per capita non-
developmental expenditure had fallen from pre- reform period to post-reform period, 
the decline in the former was more sharp than in the later and that too, more in real 
terms than in nominal terms. A sharp fall may be observed on capital account than on 
revenue account for both per capita developmental as well as per capita non-
developmental expenditures, both in real terms. On the other hand, in terms of 
average, both per capita developmental expenditure and per capita non-developmental 
expenditure rose from pre-reform period to post-reform period, more on revenue 
account than on capital account, except the capital account of per capita 
developmental expenditure in real terms, which registered a decline. It should also be 
seen that negative correlations exist between revenue and capital account for per 
capita developmental expenditure in nominal terms and per capita non-developmental 
77 
expenditure in real terms during pre-reform period. This may, generally be attributed 
to the curtailment of capital expenditure for filling up the gap on revenue account, 
which emerged in the early 1980's and continued to contribute the fiscal crisis of 
1991. The correlation coefficient between capital account of per capita developmental 
expenditure and revenue accoimt of per capita non-developmental expenditure, both 
in real terms was negative during pre-reform period as well as during post-reform 
period. 
The elasticity coefficient of per capita developmental expenditure in nominal 
terms with respect to per capita GDP, nominal has been higher than that in real terms 
for the entire study period, i.e., from 1980-81 to 2003-04. The income elasticity of per 
capita developmental expenditure in real terms touched the negative figure of-1.51 on 
capital account. The opposite is the case with per capita non-developmental 
expenditure whose income elasticity coefficients were more than unity on revenue 
accoimt, on capital accoimt and in aggregate terms. Moreover, per capita non-
developmental expenditure in real terms has higher income elasticity coefficient than 
that in nominal terms for the period as a whole. The income elasticity coefficient of 
per capita developmental expenditure increased in nominal terms, but declined in real 
terms, being negative on capital account, from pre-reform period to post-reform 
period. The decline in the elasticity coefficient from pre-reform period to post reform 
period may also be observed in the case of per capita non-developmental expenditure 
both in nominal and in real terms. Per capita non-developmental expenditure in real 
terms also showed a negative income elasticity coefficient of-0.21 on capital account 
during post-reform period. Thus, the large impact of fiscal correction programmes 
may be observed on capital account irrespective of the category of expenditure. 
Portrayed in Fig.s 4.5 and 4.6 are the annual percentage changes in per capita 
developmental expenditure over previous year, both in nominal and real terms 
respectively. The same has been plotted for per capita non-developmental expenditure 
in Fig.s 4.7 and 4.8. In these figures, large variations can be found in per capita non-
developmental expenditure as compared to per capita developmental expenditure both 
in nominal and in real terms during 1980-81 to 2003-04. These variations, however, 
reduced in both the components of expenditure from pre-reform period to post-reform 
period. This phenomenon could be attributed to the policy initiatives taken by the 











































































4.4: Share of Developmental and Non-Developmental Expenditures 
in Total Expenditure 
Fig.s 4.9 and 4.10 exhibit the percentage share of developmental and non-
developmental expenditures in total expenditure respectively. It can be seen from 
these figures that the share of developmental expenditure declined from 35.37 percent 
in 1980-81 to 31.36 percent in 2003-04 mainly due to a considerable fall on capital 
account. On the average it has been around 33.36 percent during the period under 
study. On the other hand, the share of non-developmental expenditure in total 
expenditure rose sharply from 43.74 percent in 1980-81 to 62.03 percent in 2003-04 
with an average of 53.94 percent over this period. This sharp increase was due to its 
faster growth on revenue account. It may be observed that the average shares of both 
developmental and non-developmental expenditures in total expenditure have been 
higher on revenue account than on capital account over the study period. The gap 
between the shares on revenue and capital accounts under the head of non-
developmental expenditure is, however, more pronounced than in the case of 
developmental expenditure throughout the period under study. The gap between 
revenue and capital accounts under developmental expenditure starts widening after 
1987-88. 
The analysis of these trends during pre-reform and post-reform periods shows 
a fall in the average share of developmental expenditure, whereas a considerable 
increase in the average share of non-developmental expenditure from pre-reform 
period to post reform period. The sharp decline in the average share of developmental 
expenditure on capital account and a steady growth in the average share of non-
developmental expenditure on revenue account may be held responsible for this 
phenomenon. 
4.5: Share of Developmental and Non-Developmental Expenditures 
in GDP (at factor cost) 
Fig.s 4.11 and 4.12 reveal the trends in developmental and non-developmental 
expenditures in relation to GDP at FC respectively. It is observable from these figures 
that whereas the share of developmental expenditure in GDP has declined, the relative 
share of non-developmental expenditure in GDP has gone up during the period under 
study. Again the decline in the share of developmental expenditure in GDP may be 
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may be one of the possible reasons for the faster increase in the share of non-
developmental expenditure in GDP throughout the study period. Other factors such as 
rapid growth in interest payments, defence expenditure, subsidies, increase in wages 
and salaries of the government staff, etc. have forced the government to increase the 
share of its output on non-developmental expenditure. Average share of 
developmental expenditure in GDP has been almost half of the average share of non-
developmental expenditure in GDP on revenue account during 1980-81 to 2003-04. 
But, on capital account the average share of developmental expenditure in GDP has 
been much higher relative to average share of non-developmental expenditure over 
the same period. The share of developmental expenditure in GDP was the highest at 
7.78 percent in the year 1986-87, for, the budget for 1986-87 gave special emphasis to 
anti-poverty programmes for improving the social and economic conditions to 
safeguard the interest of poorers and to strengthen key infrastructure sectors such as 
railways and power (Economic Survey, 1986-87). 
The share of developmental expenditure in GDP, however, declined to as low 
as 4.26 percent in 1996-97 following the initiatives for fiscal correction taken by the 
government. The share of non- developmental expenditure in GDP touched the peak 
of 10.57 percent in the year 1999-2000. This may be attributed to such factors as 
economic sanctions by US after Pokhran test in 1998, fiscal slippages in 1998-99, 
weak performance of industrial and export sectors, conflicts in Kargil in 1999 and the 
associated increase in expenditure, etc. A notable feature of the above trends is that 
the share of developmental expenditure and non-developmental expenditure in GDP 
on revenue account have always been kept above their respective shares on capital 
account throughout the period under study. 
A comparison between pre-reform and post-reform periods of these trends 
suggests that the average share of developmental expenditure in GDP declined on 
revenue account, on capital account and in aggregate from pre-reform period to post-
reform period. But the average share of non-developmental expenditure in GDP has 
risen over these subperiods. Larger variations can be observed on capital account in 
the share of developmental and non-developmental expenditures in GDP during pre-
reform and post-reform periods. But it can be seen that variations on capital account 
show a rising tendency in the case of developmental expenditure from pre-reform 
period to post-reform period. 
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It is interesting to note that during the period 1980-81 to 2003-04, 
developmental expenditure grew annually at a lover rate of 12.21 percent in nominal 
terms and 3.62 percent in real terms than the annual average growth rate of GDP at 
FC, which was 14.45 percent in nominal terms and 5.22 percent in real terms. 
However, the annual average growth rate of non-developmental expenditure was 
higher than that of GDP at FC both in nominal and in real terms over this period. It 
should also be noted that the annual average growth rate of non-developmental 
expenditure has been greater than that of GDP at FC both in nominal and in real terms 
during pre-reform and post-reform periods. On the other hand, developmental 
expenditure grew annually faster than GDP during pre-reform period, but at a lower 
rate during post-reform period both in nominal and in real terms. 
The trends discussed in this chapter highlight some serious facts. Though the 
government is always committed to reduce unproductive expenditure and to divert its 
resources to the developmental areas, yet no appreciable progress could be achieved 
so far in this direction. Further, it seems from the trends as if non-developmental 
expenditure has risen at the cost of developmental expenditure over the period of our 
study. A more serious aspect is that where as a sharp decline on capital account of 
developmental expenditure along with a rapid growth on revenue account of non-
developmental expenditure is observed. Moreover, whereas the average share of 
developmental expenditure in total expenditure as well as in GDP (at factor cost) 
declined, the relative shares of non-developmental expenditure increased from pre-
reform period to post-reform period. 
Like in case of aggregate expenditure, the influence of prices and population is 
again highlighted by the trends discussed above. For example, the total developmental 
expenditure has increased by 17.52 times in nominal terms, by 2.98 times in real 
terms and by 1.87 times in real terms per head of population. Likewise, the non-
developmental expenditure has risen by 28.02 times in nominal terms, by 4.77 times 
in real terms and by 2.99 times in real terms per head of population over the period 
under study. Thus, even when the influences of prices and population are eliminated, 
the growth of non-developmental expenditure is twice of the growth of developmental 
expenditure. 
The analysis of developmental and non-developmental expenditures carried 
out in this chapter gives only an aggregate picture of the direction of government 
finances. It is, therefore, essential to examine these two categories of expenditure at a 
89 
further disaggregated level. The next chapter is devoted to the study of various 
components of developmental expenditure. 
90 
Chapter - 5 
Components of Developmental Expenditure 
5.1: Introduction 
It has been discussed in Chapter 1 of this thesis that developmental 
expenditure of the government includes those items, which aim at developing social 
and physical infrastructure and thus provide a stimulus to economic growth. These 
items are education, arts and culture, medical and public health, safe drinking water, 
agriculture, industry, etc. 
In this chapter, we try to examine the trends in these components of 
developmental expenditure for our study period. For this purpose, we have used the 
classification of developmental expenditure, as given in Indian Public Finance 
Statistics. It constitutes expenditure on (a) social and community services, (b) general 
economic services and(c) other economic services including agriculture, industry and 
minerals, transportation and communication, etc 
5.2: Expenditure on Social and Community Services 
Table 5.1 exhibits the trends in expenditure on social and community services 
in nominal and in real terms. It can be seen from this table that the government 
expenditure on social and community services in nominal terms has increased sharply 
by about 27 times from Rs.l 132.17 crores in 1980-81 to Rs.30481.48 crores in 2003-
04 with an annual average growth rate of 14.97 percent. On the other hand, in real 
terms, it has grown just by 4.58 times from Rs.3488.65 crores in 1980-81 to 
Rs.15993.92 crores in 2003-04 with an annual average growth rate of 6.17 percent. 
Thus, a sharp growth in government expenditure on social and community services 
over the period under study is largely attributable to the price changes. Its growth in 
nominal terms was almost half on capital account (14.12 times) than that on revenue 
account (28.59 times) during 1980-81 to 2003-04. Similarly, in real terms at 1993-94 
prices, its growth was 4.86 times on revenue account and 2.40 times on capital 
account during the same period. The income elasticity of expenditure on social and 
community services in nominal terms was slightly more than unity (1.03) during the 
period under study. This elasticity coefficient has fallen from 1.35 in pre-reform 
period to 1.00 in post-reform period with revenue account being more responsive to 
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national income than the aggregate expenditure on social and community services in 
pre-reform period. However, in real terms, this income elasticity coefficient of 
expenditure on social and community services was higher than that in nominal terms 
and also recorded a sharp fall as compared to what is observed in nominal terms from 
pre-reform period to post-reform period. 
A comparison of pre-reform period with post-reform period shows that the 
government expenditure on social and community services in nominal terms increased 
by 5.68 times at 19.84 percent per annum during pre-reform period and 4.73 times at 
13.63 percent per annum during post-reform period. Similarly, in real terms at 1993-
94 prices, its growth declined from 2.5 times at 10.70 percent per annum during 1980-
81 to 1990-91 to 1.836 times at 6.03 percent per annum during 1990-91 to 2003-04 
(Table 5.1). Government expenditure on social and community services in nominal 
and in real terms reveals almost continual increase on revenue account except a few 
years of economic crises in India. But on capital account, no such regular pattern is 
observed. Large fluctuations are visible on capital account during 1990-91 to 2003-04 
with a negative figure in 2001-02. The correlation coefficient between revenue and 
capital accounts of expenditure on social and community services in nominal terms 
was 0.21 during 1980-81 to 2003-04, 0.78 during 1980-81 to 1990-91 and 0.05 during 
1990-91 to 2003-04. However, in real terms, for the same periods, the correlation 
coefficients for social and community services between revenue and capital account 
were 0.40, 0.92 and -0.02 respectively. Thus, during post-reform period, the revenue 
account of social and community services has increased at the cost of its expenditure 
on capital account. 
Fig.s 5.1 and 5.2 exhibit the annual percentage changes in expenditure over 
previous year on social and community services in nominal and in real terms 
respectively. It is easy to observe from these figures that there have been large 
fluctuations on capital account in nominal terms. Revenue account also shows minor 
fluctuations. On the other hand, the annual percentage change in government 
expenditure on social and community services over previous year in real terms at 
1993-94 prices indicate a declining trend in most of the years, specially on capital 
account which reflected large fluctuations. The reasons for these declining trends have 
been discussed in the preceding two chapters. 
Trends in per capita expenditure on social and community services in nominal 
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Source: Computed from Appendix Table A.3.1 and Appendix Table A.5.1 
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social and community services, almost an increasing trend may be seen both in 
nominal and in real terms. In real terms, it registered a decline from 1989-90 to 1991-
92 and in 2001-02. But in nominal terms, it declined only in the year 2001-02. A 
regular increase may be observed on revenue account in nominal terms, whereas 
capital account exhibits fluctuations during the period under study. However, in real 
terms with similar fluctuations on capital account as that in nominal terms, revenue 
account showed a decline during the year of economic crisis and in 2001-02. Per 
capita expenditure on social and community services grew annually at the rate of 
12.67 percent in nominal terms and at the rate of 4.05 percent in real terms at 1993-94 
prices during 1980-81 to 2003-04. However, its annual average growth rates fell from 
pre-reform period to post-reform period, both in nominal and in real terms. 
Though on average, per capita government expenditure on social and 
community services has increased both in nominal and in real terms from pre-reform 
period to post-reform period, but the picture seems opposite if we examine their 
growth in absolute terms. For example, in nominal terms total per capita expenditure 
on social and community services increased by 4.6 times during 1980-81 to 1990-91 
and by 3.67 times during 1990-91 to 2003-04. So is the case on revenue and capital 
accounts. Likewise, in real terms, it increased by almost twice during 1980-81 to 
1990-91 and by almost 1.4 times during 1990-91 to 2003-04. Here, it may be of 
interest to mention that whereas per capita GDP (at factor cost) has increased both in 
nominal and in real terms at 1993-94 prices from pre-reform period to post-reform 
period, the absolute growth in per capita total expenditure and per capita expenditure 
on social and community services indicated a decline both in nominal and in real 
terms. In this connection. Sheriff and others (2002) rightly observed, "The tendency 
towards a cutback in social sector expenditure has become an unavoidable fact due to 
the prevalence of high ratio of gross fiscal deficit to GDP at the Centre and the states 
level during 1990's". 
This can also be seen by comparing the income elasticity coefficients of per 
capita social and community services for pre-reform and post-reform periods. Higher 
income elasticity coefficient is observed for per capita social and community services 
in real terms as compared to that in nominal terms for the entire period as well as for 
pre-reform and post-reform periods. But the income elasticity of per capita social and 
community services fell from pre reform period to post-reform period, both in 
nominal and in real terms. Another notable feature of the trends in per capita social 
97 
and community services is the negative correlation coefficient between revenue and 
capital accounts, both in nominal and in real terms not only in the post-reform period 
(as was the case with it in real terms before eliminating the effect of population), but 
also for the entire study period. Thus, it may be inferred that during 1980-81 to 2003-
04, most of the increase in expenditure on social and community services (when 
converted in per capita real terms) meant to meet the current obligations and that too, 
by reducing the expenditure on investment in social infrastructure. 
Large fluctuations can be observed in the annual percentage changes over 
previous year in per capita expenditure on social and community services, both in 
nominal and in real terms (Fig.s 5.3 and 5.4). The annual percentage change over 
previous year has been negative on capital account for most of the years during the 
period under study, both in nominal and in real terms. It has declined on the average 
from pre-reform period to post-reform period. In this connection, one may notice that 
the average annual percentage change over previous year on capital account was 
positive during pre-reform period but it became negative during post-reform period. 
Most of the dips in per capita expenditure on social and community services may be 
observed during 1980's, especially, after the mid of the decade. Though Government 
of India is always committed to increase the share of its outlay for social sector and 
welfare programmes (as announced in various budget speeches), yet this sector is 
observed to be on the top of the sufferers of a cut back in spending in cases of adverse 
fiscal situation. 
Table 5.3 gives the percentage composition of government expenditure on 
social and community services. It can be seen from the table that on the average, 
education, arts and culture comprises the maximum share of 31.80 percent followed 
by the share of scientific services and research 20.64 percent, family welfare 13.43 
percent, medical, public health, sanitation and water supply 12.21 percent and finally, 
urban development 1.06 percent during 1980-81 to 2003-04. The share of education 
arts and culture diminished in the initial years, i.e., from 1980-81 to 1984-85. This 
may be due to heavy expenditure incurred on the welfare of the victims of drought 
and natural calamities in 1981-82, thus less was left for education. Between 1985-86 
to 1988-89, it showed an increasing tendency consequent upon the efforts made by the 
government after 1985-86 for human development. From 1989-90 to 1993-94, it again 
registered a decline as the government was under heavy pressure of economic crisis. 





































































































































































Source: Appendix Table A.5.2 
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from pre-reform period to post-reform period. The share of medical, public health, 
sanitation and water supply has been stagnant with minor fluctuations during the 
period under study. The component of family welfare in social and community 
services showed a steady growth from 11.21 percent in 1980-81 to 18.16 percent in 
1983-84, then began to decline gradually and reached at 10.95 percent in 1989-90. It 
again started increasing to reach at 15.63 percent in 1993-94, then declined till 1997-
98 and showed fluctuations thereafter. Its average share declined marginally from 
13.59 percent in pre-reform period to 13.21 percent in post-reform period. 
Share of urban development did not show any regular pattern throughout the 
period under study and its average share also declined from pre-reform period to post-
reform period. Similarly, the growth in the share of scientific services and research in 
social and community services was not having any systematic trend of 
increase/decrease, rather it fluctuated throughout the period under study with a fall in 
average from pre-reform period to post-reform period. It should, however, be noted 
that almost all components of social and community services are the subject of the 
State and local governments and the Center is less concerned with the provision of 
these services to the people. Thus the results of our analysis in respect of these 
components of social and community services may be partly valid for policy analysis. 
The share of social and community services in total expenditure has been 
stagnant during 1980-81 to 2003-04 at an average of 6.33 percent (Fig.5.5). Its share 
on capital account has always been less than unity, except in the year 1986-87, when 
it was 1.18 percent. This was due to the fact that despite the secular and short-term 
pressures on government finances, fiscal policy endeavoured to maintain the priority 
for development. In line with this expenditure on social infrastructure was stepped up 
in 1986-87 (Economic Survey, 1986-87, 1987-88). However, its share on revenue 
account has been much higher than that on capital account throughout the period 
under study. The average share of social and community services in total expenditure 
has increased from pre-reform period to post-reform period with a fall on capital 
account. 
The share of social and community services in GDP at FC has received less 
attention of government and it has been stagnant at around 1.20 percent during the 
period under study (Fig.5.6). Like its share in total expenditure, the share of social and 
community services in GDP at FC on capital account has always been less than unity 
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community services in GDP at FC has slightly declined from pre-reform period to 
post-reform period with a sharp increase on revenue account and a fall by half on 
capital account. 
5.3: Expenditure on General Economic Services 
General economic services include investment in general financial and trade 
institutions, special backward areas, foreign trade and export promotion, co-operation, 
etc. Total government expenditure on these services has fallen form Rs.544.65 crores 
to Rs.437.63 crores in nominal term and it came down from Rs. 1678.27 crores to 
Rs.229.63 crores in real terms at 1993-94 prices during 1980-81 to 2003-04 (Table 
5.4). One may look from this table that general economic services in real terms at 
1993-94 prices have been more than in nominal terms in most of the years during the 
period under study. Its growth on revenue account in nominal terms reveals a regular 
increasing trend fi-om 1980-81 to 1990-91 but began to decline thereafter till 1995-96 
and showed fluctuating trends since then. Similar is the case with its growth on 
revenue account in real terms during 1990-91 to 2003-04. However, during pre-
reform period, i.e., 1980-81 to 1990-91, it showed fluctuations between 1980-81 to 
1984-85 but increased thereafter till the end of the pre-reform period. Similarly, on 
capital account fluctuations can be observed between 1980-81 to 1984-85 as well as 
during post-reform period. During post-reform period the growth on capital account 
became negative in many years both in nominal and in real terms. As a result, total 
expenditure on general economic services both in nominal and in real terms touched 
the negative figures during 1995-96 and 1996-97. This may be due to adjustment in 
recoveries from international financial institutions, other financial and trade 
institutions with regard to budget provisions. Further more, during 1980-81 to 1990-
91, expenditure on general economic services has an income elasticity of 1.37 on 
revenue account and 1.42 on capital account in nominal terms. But in real terms, its 
income elasticities on revenue and capital accounts for the same periods were 1.95 
and 2.06 (much higher than in nominal terms) respectively. The correlation 
coefficient between revenue and capital accounts of general economic services has 
been 0.39 in nominal terms and 0.84 in real terms during 1980-81 to 2003-04 but 
during pre-reform period, this coefficient of correlation was higher in nominal terms 
(0.96) than in real terms (0.43). During post-reform period, it came down to 0.36 in 
nominal terms, but increase twice to 0.86 in real terms. 
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Table 5.4 






























































































Growth rate (% per annum) 
1980-81 to 2003-04 0.82 
1980-81 to 1990-91 155.60 
1990-91 to 2003-04 -4.45 
Income-elasticity 
246.43 
1980-81 to 2003-04 
1980-81 to 1990-91 
1990-91 to 2003-04 
Correl.(Rev., Cap.) 
1980-81 to 2003-04 
1980-81 to 1990-91 























Source: Appendix Table A.5.3 
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Plotted in Fig.s 5.7 and 5.8 are the annual percentage changes over previous 
year in general economic services, both in nominal and in real terms respectively. One 
can observe from these figures that the annual percentage change over previous year 
on capital account of general economic services both in nominal and in real terms has 
been much higher than that on revenue account over the period under study. However, 
a decrease may be observed from pre-reform period to post-reform period in the 
average annual percentage changes over previous year in general economic services, 
both in nominal and in real terms. 
Average expenditure on general economic services per head of population has 
been around Rs. 14.72 in nominal terms and around Rs.21.33 in real terms at 1993-94 
prices during the period 1980-81 to 2003-04 (Table 5.5). Per capita expenditure on 
general economic services increased almost regularly in nominal terms on revenue 
account from 1980-81 to 1990-91. It, however, revealed no systematic trend during 
post-reform period. In real terms on revenue account, it reflected an increase from 
1985-86 to 1990-91, then declined till 1995-96. In rest of the years of the study 
period, it showed irregular pattern. No systematic trend can be observed on capital 
account, both in nominal as well as in real terms. The total per capita expenditure on 
general economic services has shown a regular increase from 1985-86 to 1990-91 and 
a decrease till 1993-94, both in nominal and in real terms. In per capita terms also, the 
income elasticity coefficient of general economic services has been much higher in 
real terms than in nominal terms during 1980-81 to 1990-91. The correlation between 
revenue and capital accounts of per capita general economic services increased from 
0.78 to 0.88 in nominal terms, but fell very slightly from 0.88 to 0.87 in real terms 
from pre-reform period to post-reform period. 
Fig.s 5.9 and 5.10 depict the annual percentage changes in per capita 
expenditure on general economic services over previous year in nominal and in real 
terms respectively. No meaningfiil trend is visible from these figures. 
As regards various components of general economic services, foreign trade 
and export promotions constitutes the largest share of 59.63 percent followed by 
investment in general financial and trade institutions 24.19 percent, international 
financial institutions 9.76 percent, other services 6.27 percent, co-operation 3.91 
percent and 0.59 percent share of special and backward areas (Table 5.6). It is also 
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Source: Appendix Table A.5.4 
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and trade institutions, investment in international financial institutions and that of 
other services has increased from pre-reform period to post-reform period, the average 
share of special and backward areas, co-operation and foreign trade and export 
promotion has declined during these periods. This indicates the increasing tendency of 
the government towards private participation in production trade and finance activities 
of the country. Large fluctuations could be observed in the share of investment in 
general financial and trade institutions and international financial institutions during 
the period under study. 
The share of general economic services in total expenditure has increased 
from 2.55 percent in 1980-81 to a maximum of 4.01 percent in 1990-91, but came 
down to a minimum of 0.10 percent in 2003-04 (Fig.5.11). On revenue account, it 
increased during 1980-81 and 1981-82, then declined till 1984-85 and increased 
thereafter till 1990-91. From 1991-92 to 1994-95, it again fell down and showed 
fluctuations thereafter. But sharp fluctuations are visible on capital account during the 
whole period under study. The average increase in the share of general economic 
services in total expenditure has been faster on revenue account as compared to that 
on capital account during 1980-81 to 2003-04. However, the average share of general 
economic services came down from pre-reform period to post-reform period on 
revenue account, on capital account and in aggregate. 
Likewise, the share of general economic services in GDP at PC first went up 
from 0.42 percent in 1980-81 to as high as 0.79 percent in 1990-91 but came down to 
0.02 percent in 2003-04 (Fig.5.12). It has been higher on revenue account than that on 
capital account throughout the period under study. The average share of general 
economic services in GDP has also declined from pre-reform period to post-reform 
period with large fluctuations on capital account. Here, it should be noted that the 
share of general economic services in GDP has always been less than 1 percent 
throughout the period under study, which, indeed, is a matter of serious concern for 
the policy makers. 
5.4: Expenditure on Other Economic Services 
In addition to general economic services, agriculture and allied services, 
industry and mineral, transport and communication, railways, post and telegraph, etc. 
are also economic in nature as the expenditure of the government on these services 
enhances the productive capacity of the economy and generates more income and 
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employment to the people. These services are put together under the category of other 
economic services for analysis. 
Expenditure on other economic services in nominal terms has grown 
tremendously from Rs.3145.99 crores in 1980-81 to Rs.47413.46 crores in 2003-04 
(nearly 15 times) with an annual average growth rate of 10.21 percent (Table 5.7). In 
real terms at 1993-94 prices, it rose from Rs.9693.99 crores in 1980-81 to 
Rs.24878.29 crores in 2003-04 (nearly 2.5 times) with an annual average growth rate 
of 1.78 percent. The growth of other economic services on revenue account has been 
much higher than on capital account in nominal terms, but in real terms capital 
account is higher than revenue account during the study period. The annual average 
growth rate of total expenditure on other economic services shot up considerably both 
in nominal and in real terms from pre-reform period to post-reform period. But this 
increased growth per annum from pre-reform period to post-reform period both in 
nominal and in real terms is mainly attributable to the increase in the annual average 
growth rate on capital account, whereas on revenue account, this growth rate fell 
down. 
The income elasticity of total expenditure on other economic services in 
nominal terms was less than unity (0.71) during 1980-81 to 2003-04 with 1.14 on 
revenue account and 0.30 on capital account. However, expenditure on capital 
account and in aggregate became more than unit elastic from pre-reform period to 
post-reform period with a decline in the elasticity on revenue account over these sub 
periods. In real terms, the income elasticity coefficient of other economic services was 
higher than in nominal terms on revenue and capital accounts. But the income 
elasticity of total expenditure on other economic services was lower in real terms 
(0.32) than in nominal terms (0.71). Whereas the elasticity coefficient of other 
economic services in real terms fell from 2.07 to 1.27 on revenue account and from 
0.95 to 0.54 and on capital account, the income elasticity of total expenditure on other 
economic services in real terms went up from 0.24 to 1.03 from pre-reform period to 
post-reform period. 
It may also be observed from Table 5.7 that the correlation coefficient 
between revenue and capital accounts of expenditure on other economic services in 
real terms is negative -0.74 during 1980-81 to 2003-04 and -0.57 during 1990-91 to 
2003-04. Thus here too, more emphasis has been placed to increase the expenditure 
on revenue account with a corresponding reduction on capital account. 
117 
Table 5.7 
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Source: Appendix Table A.5.5 
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Fig.s 5.13 and 5.14 depict the annual percentage change in the expenditure on other 
economic services over previous year in nominal and in real terms respectively. 
Average annual percentage change in expenditure on other economic services over 
previous years for the period 1980-81 to 2003-04 has been at 13.92 percent in 
nominal terms and 5.64 percent in real terms. This average went up from pre-reform 
period to post-reform period. The average annual percentage change over previous 
year was higher on revenue account than on capital account during 1980-81 to 2003-
04, both in nominal and in real terms. However, it increased on capital account but 
declined on revenue account from pre-reform period to post-reform period with large 
fluctuations on capital account. These fluctuations are on account of the declining 
growth of expenditure over previous year on many occasions during 1980-81 to 2003-
04. The reason for declining growth of aggregate government expenditure over 
previous year may also be valid for this component. 
The average expenditure on other economic services per head of population 
has been higher on revenue account than on capital account, both in nominal and in 
real terms during the period under study (Table 5.8). Per capita expenditure on other 
economic services in nominal terms grew annually at an average rate of 14.31 percent 
on revenue account, 2.19 percent on capital account and 8.00 percent in aggregate 
terms during 1980-81 to 2003-04. In real terms, it grew at an annual average growth 
rate of 5.56 percent on revenue account, -5.63 percent on capital account and -0.26 
percent, when revenue and capital accounts taken together. Thus a large gap between 
revenue and capital accounts is observed in the growth of per capita other economic 
services, both in nominal and real terms for the entire study period. However, the 
annual average growth rate of per capita other economic services has jumped from 
pre-reform period to post-reform period both in nominal and in real terms, except the 
revenue account, which witnessed a fall over these sub-periods. 
Large fluctuations cab be observed on revenue account in nominal terms and 
on capital account in real terms of per capita other economic services. Revenue 
account in nominal terms exhibits almost rising trend except a few years, i.e., from 
1985-86 to 1990-91 and 2001-02. In real terms at 1993-94 prices, revenue account 
showed fluctuations during 1983-84 to 1985-86 and from 1990-91 to 2003-04. 
Between 1986-87 to 1989-90, it registered an increase. On the other hand, its capital 
account in nominal terms increased from 1980-81 to 1984-85 and from 1996-97 to 
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Source: Computed from Appendix Table A.3.1 and Appendix Table A.5.5 
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Likewise, per capita expenditure on other economic services on capital account in real 
terms indicated fluctuations in most of the years under study. A common feature of 
these trends is that figures on capital account have been much higher than that on 
revenue account from 1980-81 to 1989-90, but since 1990-91, the case seems to be 
reversed. The average per capita expenditure on other economic services in nominal 
terms has gone up due to faster increase on revenue account than on capital account 
from pre-reform period to post-reform period. In real terms, it has declined from pre-
reform period to post-reform period, because increase on revenue account was offset 
by a faster decline on capital account. Only in the pre-reform period, the average per 
capita expenditure on other economic services has been higher on capital account than 
on revenue account in nominal and in real terms. The correlation coefficient between 
revenue and capital accounts of per capita other economic services in real terms was 
negative (-0.18) during pre-reform period, which improved to 0.50 during post-reform 
period. The income elasticity of per capita other economic services has been more 
than unity on revenue account for the entire study period as well as for pre-reform and 
post-reform periods, both in nominal and in real terms. But on capital account, it was 
less than unity in nominal terms and more than unity in real terms for all the three 
periods under consideration. In case of total per capita expenditure on other economic 
services, this elasticity coefficient was higher in nominal terms than in real terms 
(both being less than unity) during 1980-81 to 1990-91 and during 1980-81 to 2003-
04. However, during post-reform period, the income elasticity coefficient was unity in 
nominal terms and 1.03 in real terms for total per capita expenditure on other 
economic services. Its income elasticity on revenue account has increased from pre-
reform period to post-reform period, both in nominal and in real terms. But, on capital 
account, it increased in nominal terms and declined in real terms. 
The annual percentage changes in per capita expenditure on other economic 
services over previous year are plotted in Fig.s 5.15 and 5.16 both in nominal and in 
real terms respectively. The average annual percentage change over previous year in 
per capita expenditure on other economic services has decline on revenue account but 
increased on capital account and in aggregate from pre-reform period to post-reform 
period, both in nominal and in real terms. However, during the whole period under 
study, it was on average higher on revenue account than on capital account both in 
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Among various components of other economic services, agriculture and allied 
services accounted for the largest share of 38.26 percent on an average followed by 
industries and minerals 35.11 percent, transportation and communication 25 percent, 
railways 15.75 percent and post and telegraph 2.81 percent during the period 1980-81 
to 2003-04 (Table 5.9). It is evident from this table that during 1980-81 to 2003-04, 
the share of agriculture and allied services and transportation and communication got 
almost doubled with an increase in their average shares from pre-reform period to 
post-reform period. However, the shares of industry and minerals, railways and post 
and telegraph have come down over this period with a fall in their averages from pre-
reform period to post-reform period. It may also be noticed from this table that large 
fluctuations (as indicated by CV percent) are found in the share of post and telegraph. 
Fluctuations have reduced in the share of agriculture, but increased marginally in the 
share of industry and minerals from pre-reform period to post-reform period. 
Fig. 5.17 gives the aggregate picture of the share of other economic services in 
total expenditure in percent. The share of other economic services in total expenditure 
has fallen from 14.72 percent in 1980-81 to 8.08 percent in 1990-91 and increased 
slightly to 11.23 percent in 2003-04, being on an average at around 10.09 percent 
during 1980-81 to 2003-04. Its average also declined from 12.69 percent during pre-
reform period to 7.91 percent during post-reform period. Its shares on revenue and 
capital accounts show reverse frends. Its share on revenue account has increased from 
3.38 percent in 1980-81 to 4.62 percent in 1990-91 and to 8.67 percent in 2003-04, 
being on an average at around 4.85 percent during 1980-81 to 2003-04. Its average 
has also gone up from 4.12 percent during pre-reform period to 5.41 percent during 
post-reform period. On the other hand, the share of other economic services on capital 
account fell considerably from 11.34 percent in 1980-81 to 3.46 percent in 1990-91 
and further marginally to 2.55 percent in 2003-04, being on an average at around 5.24 
percent during 1980-81 to 2003-04. Its average also fell (almost by quarter) from 8.57 
percent in pre-reform period to 2.50 percent in post-reform period. Large fluctuations 
can be observed on capital account during the period under study, except during post-
reform period where fluctuations are more visible on revenue account. 
Similar trends can be observed in the share of other economic services in GDP 
at FC (Fig.5.18). The share of other economic services in GDP fell from 2.42 percent 
in 1980-81 to 1.60 percent in 1990-91, but increased 
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slightly to 1.81 percent in 2003-04 with an average of 1.79 percent during the period 
under study. Its average share fell from 2.38 percent in pre-reform period to 1.33 
percent in post-reform period. Revenue and capital accounts exhibit the opposite 
trends during 1980-81 to 2003-04. Its share on revenue account rose from a mere of 
0.56 percent in 1980-81 to 0.91 percent in 1990-91 and further to 1.40 percent in 
2003-04 with an increase in its average share from pre-reform period to post-reform 
period. But on capital account it witnessed a sharp decline from 1.86 percent in 1980-
81 to 0.68 percent in 1990-91 and 0.41 percent in 2003-04 with a fall in its average 
share by more than one third from pre-reform period to post-reform periods 
5.5: Percentage Composition of Developmental Expenditure 
Amongst the three services considered in this chapter, the maximum average 
share in developmental expenditure has been that of the other economic services 
(30.00 percent) followed by social and community services (21.09 percent) and 
general economic services (4.35 percent) for the entire study period (Table 5.10). The 
share of social and community services in developmental expenditure rose from 14.98 
percent in 1980-81 to 18.61 percent in 1990-91 and fiirther to 23.01 percent in 2003-
04, thus being less than twice over a period of 24 years. During this period, neither of 
revenue and capital accounts showed any study growth in its share. The share of 
social and community services has increased from 22.26 percent to just 25.25 percent 
on revenue account and from 4.27 percent to 9.68 percent on capital account during 
1980-81 to 2003-04 with larger fluctuations on capital account. The average share of 
social and community services in developmental expenditure, however, increased 
from pre-reform period to post-reform period on revenue account, on capital account 
and in aggregate terms. 
The share of general economic services in developmental expenditure fell 
considerably from 7.21 percent in 1980-81 to a mere of 0.33 percent in 2003-04 with 
a fall in its average share from pre-reform period to post-reform period. Again, larger 
fluctuations are visible on capital account. 
It is disappointing to note that the share of other economic services, which 
constitutes a larger share of national output, has fallen from 41.62 percent in 1980-81 
to 35.79 percent in 2003-04 with a fall in its average share from 34.37 percent during 
pre-reform period to 26.11 percent during post-reform period. The share of other 
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account with large fluctuations in tlie latter than in the former through out the study 
period. However, the share on revenue account increased almost two-fold from 16.06 
percent in 1980-81 to 32.30 percent in 2003-04 with an increase in its average from 
pre-reform period to post-reform period. On the other hand, the share of other 
economic services on capital account declined from 79.20 percent in 1980-81 to 56.54 
percent in 2003-04 with a reduction in its average from pre-reform period to post-
reform period. 
5.6: Share of Selected Components of Developmental Expenditure in 
Total Expenditure 
Table 5.11 provides the share of selected components of developmental 
expenditure in total expenditure. It may be seen from this table that the largest share is 
accounted for by industries and minerals 3.97 percent followed by agriculture and 
allied services 3.41 percent, education, arts and culture 2.19 percent and finally, the 
share of medical, public health, sanitation and water supply 0.83 percent on average 
during 1980-81 to 2003-04. One can observe that the average share of agriculture and 
allied services, education, arts and culture and medical, public health, sanitation and 
water supply rose from pre-reform period to post-reform period, except industries and 
minerals which registered a fall in its average share. This may be due to growing 
participation of private sector in industrial activities and the reduced role of the 
government after new economic policy of 1991. None of these categories, however, 
revealed any systematic trend through out the period under study. Over the entire 
period of our study, large fluctuations are visible in the share of industries and 
minerals and the least in the share of medical, public health, sanitation and water 
supply. Sharp fluctuations in the share of industry and minerals could be attributed to 
the fact that in the post liberalisation period, government seems to loose its control on 
a large number of industries. Instead of increasing investment in industries, many 
public sector units were sold in the private hands. Government invested only in those 
industries (exclusively of national interest) where it could not be avoided. On the 
other hand, least fluctuations in the share of medical, public health, sanitation and 
water supply reflect that its share in total expenditure has been more or less stagnant 
through out the study period. 
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Table 5.11 
Percentage Share of Selected Components of Developmental Expenditure in 







































































































































Source: Appendix Table A.5.7 
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5.7: Share of Selected Components of Developmental Expenditure in 
GDP (at factor cost) 
When the components examined above, are analysed in relation to GDP at FC, 
almost similar trends can be observed (Table 5.12). Industries and minerals again 
comprised of the largest share of 0.71 percent in GDP followed by agriculture and 
allied services, education, arts and culture and medical, public health, sanitation and 
water supply. A point to be observed from these trends is that though the average 
share of agriculture and allied services, education, arts and culture and medical, public 
health, sanitation and water supply increased from pre-reform period to post-reform 
period, the increase in the latter two categories was marginal. This may be due to the 
fact that education, arts and culture and medical, public health, sanitation and water 
supply are the subjects of the State governments and the Centre is less concerned with 
the provision of these services to the people. Furthermore, increased participation of 
private sector in these areas has also shared the responsibility of the government and 
hence, has reduced the associated expenditure of the government of such services. 
The analysis of broad components of developmental expenditure reveals many 
important facts. The impact of economic reforms is more visible in the analysis of 
various components of developmental expenditure. This is clear from the trends of 
expenditure on three services, namely, social and community services, general 
economic services and other economic services. Whereas the annual growth rate of 
social and community services and that of general economic services had fallen, the 
annual average growth rate of other economic services went up from pre-reform 
period to post-reform period, both in nominal and in real terms. A significant impact 
of prices and population is reflected in the trends discussed in this chapter. For 
instance, during the period 1980-81 to 2003-04, expenditure on social and community 
services has grown almost 26.93 times in nominal terms, 4.59 times in real terms and 
about 2.85 times in per capita real terms. On general economic services, it was 0.81 
times in nominal terms, 0.14 times in real terms and 0.09 times in per capita real 
terms. Similarly, expenditure on other economic services in nominal terms, in real 
terms and in per capita real terms grew by nearly 15.09 times, 2.57 times and 1.61 
times respectively. This indicates that expenditure on these services over the study 
period has increased almost six time only because of inflationary pressure and about 
twelve times because of both population growth and inflationary pressure. 
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Among the components of social and community services, education, arts and 
culture constituted the maximum share on average, which has also increased from 
pre-reform period to post-reform period. The share of medical, public heath, 
sanitation and water supply, however, remained almost stagnant during the period 
under study. The least share is accounted for by urban development, which has also 
declined from pre-reform period to post-reform period. Similar decline is observed in 
the case of scientific services and research. As regards the components of general 
economic services, foreign trade and export promotion constitutes the largest share on 
average during 1980-81 to 2003-04. Co-operation and special backward areas have 
been on the least priority during this period and their average shares also declined 
from pre-reform period to post-reform period. In case of other economic services, 
agriculture and allied services emerged as the largest component having the maximum 
share of 38.26 percent on average during 1980-81 to 2003-04. Its average share also 
went up from pre-reform period to post-reform period. It is quite interesting to find 
that despite the growing importance of railways and post and telegraph, their average 
shares in other economic services are relatively less and fell down from pre-reform 
period to post-reform period. 
The largest average share in total expenditure has been that of other economic 
services followed by social and community services and general economic services. 
Whereas the average share of general economic services and other economic services 
declined, the average share of social and community services increased slightly from 
pre-reform period to post-reform period. Almost similar trends have been observed in 
the shares of these services in developmental expenditure. On the other hand, the 
share of all these services in GDP (at factor cost) declined from pre-reform period to 
post-reform period. The average share of social and community services in total 
expenditure as well as in GDP (at factor cost) is much less than what is required. A 
common feature that has been observed in the expenditure on all the three services is 
the sharp growth on revenue account relative to capital account. Larger fluctuations 
have been observed on capital account than on revenue account for all the three 
services considered in this chapter. 
When the broad components of developmental expenditure are analysed in 
relation to total expenditure and GDP (at factor cost), disappointing trends are 
observed. It has been found that the share of industries and minerals is maximum in 
total expenditure as well as in GDP (at factor cost). On the other hand, education, arts 
136 
and culture and medical, public health, sanitation and water supply seem to be the 
least priority areas of the government. Furthermore, the share of agriculture and allied 
services, education, arts and culture and medical, public health, sanitation and water 
supply has increased from pre-reform period to post-reform period, both in relation to 
total expenditure as well as in GDP (at factor cost). But the increase in the latter two 
categories, namely, education, arts and culture and medical, public health, sanitation 
and water supply is marginal. 
In the next chapter, an assessment of the growth in various components of 
non-developmental expenditure will be made so as to evaluate the relative importance 
assigned to various areas of government priority. 
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Chapter - 6 
Components of Non-developmental Expenditure 
6.1: Introduction 
It is believed that non-developmental expenditure does not contribute, 
directly, to the economic growth of the country. Its main components include interest 
payments, defence, subsidies, administrative services, fiscal services, border roads, 
grants to States and UTs, etc. 
An assessment of the growth in various components of non-developmental 
expenditure over 1980-81 to 2003-04 is made in this chapter. For the purpose of our 
analysis, we have grouped all the components of non-developmental expenditure into 
three heads, viz., expenditure on committed liabilities, defence expenditure and 
expenditure on miscellaneous services. 
6.2: Expenditure on Committed Liabilities 
Under this head, we have included interest payments, administrative services 
and pension and other retirement benefits. Here, it is worth mentioning that all the 
expenditures under this category, considered for the analysis, belong to the revenue 
account, as they do not add, in any sense, to the capital formation. Thus, the capital 
account under this category is having zero as its entry throughout the period under 
study. It should also be noted that the columns of revenue account and in aggregate 
under this category of expenditure are having same entries as the aggregate of 
government expenditure is obtained by adding up together the entries on revenue 
account with that on capital account. 
Table 6.1 shows the expenditure on committed liabilities both in nominal and 
in real terms at 1993-94 prices. It is easy to observe from this table that the 
expenditure on committed liabilities witnessed a steady growth in the later years of 
the period under study both in nominal and in real terms. In nominal terms, the 
expenditure on committed liabilities registered an extra-ordinary rapid growth of 
47.20 times from Rs.3255.75 crores in 1980-81 to Rs.153691.62 crores in 2003-04 
with an annual average grov t^h rate of 24.15 percent. During this period, it showed a 
steady growth from 1980-81 to 1986-87, 
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Growth rate (% per annum) 
1980-81 to 2003-04 
1980-81 to 1990-91 
1990-91 to 2003-04 
Income-elasticity 
1980-81 to 2003-04 
1980-81 to 1990-91 
1990-91 to 2003-04 
Correl.(Rev., Cap.) 
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Source: Appendix Table A.6.1 
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slow growth during 1987-88 to 1988-89, then stagnant growth during 1989-90 to 
1993-94. Since then till the end of the study period, it again witnessed rapid growth. 
On the other hand, in real terms at 1993-94 prices, it was of the order of Rs. 10032.21 
crores in 1980-81 which rose by almost 8 times to reach at Rs.80643.44 crores in 
2003-04 growing annually at an average of 10.06 percent over this period. It grew 
with considerably large fluctuations throughout the period under study. The annual 
average growth rate of expenditure on committed liabilities fell from 24.15 percent in 
pre-reform period to 14.50 percent in post-reform period in nominal terms. But in real 
terms, it declined by almost half from 14.68 percent in pre-reform period to 7.27 
percent in post-reform period. The income elasticity of expenditure on committed 
liabilities in nominal terms was 1.62 in pre-reform period, 1.00 in post-reform period 
and 1.30 in the period as a whole under study. However, in real terms, this elasticity 
coefficient was higher than that in nominal terms and was more than unity during pre-
reform and post-reform periods as well as for the entire study period. 
Annual percentage changes over previous year in expenditure on committed 
liabilities have been shown in Fig.s 6.1 and 6.2, both in nominal and in real terms 
respectively. The annual percentage growth of expenditure on committed liabilities 
was the highest at 36.15 percent in nominal terms and 24.48 percent in real terms in 
the year 1987-88 over 1986-87. This growth was as low as 4.80 in nominal terms and 
-1.14 percent in real terms in the year 2001-02 over 2000-01. The fluctuations in 
expenditure on committed liabilities have been higher in real terms than in nominal 
terms, which further increased during post-reform period. One possible reason that 
could be attributed to the larger fluctuations in expenditure on committed liabilities in 
real terms may be the change in wage and income policy of the government after 
economic reforms and the reduced rule of public sector. 
Table 6.2 gives the per capita expenditure on committed liabilities in nominal 
and in real terms at 1993-94 prices. During the period 1980-81 to 2003-04, per capita 
expenditure on committed liabilities has increased by 29.6 times in nominal terms and 
by 5.04 times in real terms. Here, it may be interesting to recall that over this period, 
the increase in expenditure on committed liabilities was 47.2 times in nominal terms, 
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Growth rate (% per annum) 
1980-81 to 2003-04 16,79 
1980-81 to 1990-91 21,53 
1990-91 to 2003-04 12,74 
Income-elasticity 
1980-81 to 2003-04 
1980-81 to 2003-05 
1980-81 to 2003-06 
CorreI.(Rev., Cap.) 
1980-81 to 2003-04 
1980-81 to 1990-91 




































































































Source: Computed from Appendix Table A.3.1 and Appendix Table A.6.1 
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and 5.04 times in real terms per head of population. On comparing these trends, it 
may be said that nearly 6 times increase in expenditure on committed liabilities is 
contributed by price changes alone, whereas the growth of population and price 
changes together contribute more than 9 times increase in the expenditure on 
committed liabilities. The average per capita expenditure on committed liabilities has 
been around Rs.551.27 in nominal terms and Rs.465.68 in real terms at 1993-94 
prices during the entire period under study with coefficients of variation 85.18 percent 
and 46.83 percent respectively. But the average per capita expenditure on committed 
liabilities has increased with a fall in coefficient of variation both in nominal and in 
real terms from pre-reform period to post-reform period. The growth of per capita 
expenditure on committed liabilities has been steady and regular during the whole 
period under study in nominal terms. However, in real terms, it grew at a slower pace 
and registered a continuous increase till 1999-2000 but declined thereafter. A look at 
the annual average growth rates of per capita expenditure on committed liabilities in 
nominal and in real terms reveals that it grew annually at an average rate, which was 
much higher in nominal terms (16.70 percent) than in real terms (7.86) during 1980-
81 to 2003-04. However, these growth rates fell from pre-reform period to post-
reform period, both in nominal as well as in real terms. Like other components of 
government expenditure, the income elasticity of per capita expenditure on committed 
liabilities has been much higher in real terms than in nominal terms (both being more 
than unity) for the entire study period as well as for pre-reform and post-reform 
periods. 
Fig.s 6.3 and 6.4 give the plots of annual percentage changes in per capita 
expenditure on committed liabilities over previous year both in nominal and in real 
terms respectively. It can be seen from these figures that the annual percentage 
changes over previous year in per capita expenditure on committed liabilities in 
nominal and in real terms have been almost close to each other only in the year 1999-
2000. In no other year such nearness is observed. The year 1999-2000, infact 
witnessed a heavy rise in almost all components of non-developmental expenditure, 
which compelled the government to set up the Expenditure Reform Committee. The 
average annual percentage change over previous year, however, declined from pre-
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Furnished in Table 6.3 are the trends in percentage composition of interest payment, 
administrative services and pension and other retirement benefits in total expenditure 
on committed liabilities. The share of interest payment in committed liabilities rose 
from about 80 percent in 1980-81 to as high as 84.46 percent in 1985-86. It was 81.1 
percent in 1990-91 and declined to 80.74 percent in 2003-04, being on an average at 
81.15 percent during 1980-81 to 2003-04. This average remained almost the same 
during pre-reform and post-reform periods. The share of administrative services, on 
the other hand, declined from 17.72 percent in 1980-81 to as low as 9.77 percent in 
1993-94 but increased marginally to 10.41 percent in 2003-04 averaging at 11.78 
percent over the period under study. But its average fell from 13.61 percent during 
pre-reform period to 10.27 percent during post-reform period with a fall in its 
coefficient of variation. The share of pension and other retirement benefits rose from 
2.29 percent in 1980-81 to a high of 13.10 percent in 1987-88, but declined to 8.07 
percent in 1990-91. It again increased marginally to 8.85 percent in 2003-04, being at 
an average of 7.07 percent over the period under study. It rose from 5.23 percent 
during pre-reform period to 8.59 percent during post-reform period. Its coefficient of 
variation decreased sharply from pre-reform period to post-reform period. 
The share of committed liabilities in total expenditure grew from the lowest 
figure of 15.23 percent in 1980-81 and touched the peak at 40.55 percent in 2000-01. 
It declined to 36.39 percent in 2003-04, growing at an average of 28.63 percent during 
1980-81 to 2003-04, 19.28 percent during pre-reform period and 35.41 percent during 
post-reform period with declining fluctuations (Fig.s 6.5). 
Its share in GDP at PC rose from a minimum of 2.50 percent in 1980-81 to a 
maximum of 6.62 percent in 2000-01. It decline to reach at 5.86 percent in 2003-04, 
being at an average of 4.96 percent during 1980-81 to 2003-04. But this average 
increased from pre-reform period to post-reform period with fluctuations (Fig.s 6.6). 
6.3: Defence Expenditure 
Over a period, defence expenditure has emerged as a major source of non-
developmental expenditure. It is, however, justified in view of the situation on the 
border due to growing tension with neighbouring countries in recent times. 
The total defence expenditure in nominal terms has increased rapidly about 17 
times from Rs.3866.77crores in 1980-81 to Rs.65300 crores in 2003-04 with an 
annual average growth rate of 12.65 percent (Table 6.4). 
i^ VX^*^*'^  
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Growth rate (% per annum) 
1980-81 to 2003-04 
1980-81 to 1990-91 
1990-91 to 2003-04 
Income-elasticity 
1980-81 to 2003-04 
1980-81 to 2003-05 
1980-81 to 2003-06 
CorreI.(Rev., Cap.) 
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Source: Appendix Table A.6.3 
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However, in real terms at 1993-94 prices, it registered a slight increase of nearly 2.9 
times from Rs.l 1914.99 crores in 1980-81 to Rs.34263.53 crores in 2003-04 with an 
annual average growth rate of 4.03 percent. It can be observed from the table that 
defence expenditure on capital account witnessed rapid increase than on revenue 
account in absolute terms as well as in terms of annual average growth rate. During 
1980-81 to 2003-04, defence expenditure in nominal terms has been more than unit 
elastic with respect to income on capital account (1.27), whereas on revenue account 
and in aggregate terms, it has been less than unit elastic (0.79 and 0.88 respectively). 
But in real terms at 1993-94 prices, the income elasticity coefficient of defence 
expenditure has been higher than in nominal terms only on capital account for the 
entire study period. The relationship between revenue and capital account of defence 
expenditure found to be stronger in nominal terms (0.97) than in real terms (0.71) 
during 1980-81 to 2003-04. 
For a comparison between pre-reform and post-reform periods, one can see 
from Table 6.4 that the annual average growth rate of defence expenditure has come 
down from 15.46 percent to 12.37 percent in nominal terms and from 6.66 percent to 
4.86 percent in real terms at 1993-94 prices from pre-reform period to post-reform 
period. The income elasticity of defence expenditure also fell from 1.07 during pre-
reform period to 0.92 during post-reform period in nominal terms and from 1.16 
during pre-reform period to 0.84 during post-reform period in real terms. However, 
the income elasticity coefficient of defence expenditure rose on revenue account but 
fell considerably on capital account from pre-reform period to post-reform period, 
both in nominal and in real terms. The degree of association between revenue and 
capital account of defence expenditure has also increased more sharply in real terms 
than in nominal terms over these sub periods. 
Fig.s 6.7 and 6.8 illustrate the annual percentage changes in defence expenditure over 
previous year, both in nominal and in real terms respectively. It is clear from these 
figures that in most of the years under study, the annual percentage change in defence 
expenditure over previous year has been much higher on capital account as compared 
to that on revenue account both in nominal and in real terms. However, large 
fluctuations on capital account are visible under defence expenditures in nominal 
terms. This may be due to frequent price changes in defence equipments purchased by 
the government. The annual change in defence expenditure over previous year has 
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Table 6.5 shows the trends in per capita defence expenditure both in nominal 
and in real terms. The table indicates that per capita defence expenditure in nominal 
terms averaged at Rs.258.06 during 1980-81 to 2003-04, whereas in real terms, it 
averaged at Rs.251.6 over the same period. The absolute growth of per capita defence 
expenditure on capital account has been much less than that on revenue account both 
in nominal and in real terms during the period being considered. However, capital 
account shows large fluctuations in comparison to revenue account throughout the 
period. The average per capita defence expenditure increased nearly three fold from 
Rs.119.47 in pre-reform period to Rs.361.66 in post-reform period in nominal terms. 
It also increased in real terms from Rs.230.33 to Rs.268.31 during both these periods. 
The case seems different if the annual average growth rates of per capita 
defence expenditure in nominal as well as in real terms are considered. It may be seen 
from Table 6.5 that for the entire study period, the annual average growth rates of per 
capita defence expenditure have been higher on capital account than that on revenue 
account and in aggregate, both in nominal and in real terms. Also, this annual average 
growth rate increased on revenue account, but fell sharply on capital account of per 
capita defence expenditure from pre-reform period to post-reform period, both in 
nominal and in real terms. As a result, the annual average growth rates of total per 
capita defence expenditure in nominal as well as in real terms also declined. 
The degree of association between revenue and capital accounts of per capita 
defence expenditure has been much higher in nominal terms (0.93) than in real terms 
(0.58) during 1980-81 to 2003-04. It has, however, declined from 0.97 to 0.92 in 
nominal terms and increased from 0.49 to 0.62 in real terms from pre-reform period to 
post-reform period. 
The income elasticity of per capita defence expenditure has been more than 
unity on capital account, both in nominal and in real terms during 1980-81 to 2003-
04. This income elasticity coefficient witnessed a decline from pre-reform period to 
post-reform period, both in nominal and in real terms. However, in real terms, it 
showed an increase only revenue account. Further more, a higher income elasticity 
coefficient of defence expenditure may be observed in nominal terms than in real 
terms, except on capital account for the entire study period. Here, it is of interest to 
mention that the defence burden on the government has been more during the decayed 
of 1990's following internal disturbances (owing to Babri Masjid issue, large scale 
student strikes, etc.) and external threats posed by Pakistan sponsored terrorist 
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CV (%) 60.96 




CV (%) 73.95 




CV (%) 38.37 
Growth rate (% per annum) 
1980-81 to 2003-04 9.14 
1980-81 to 1990-91 9.62 
1990-91 to 2003-04 10.54 
Income-elasticity 
1980-81 to 2003-04 0.76 
1980-81 to 2003-05 2.67 
1980-81 to 2003-06 2.65 
Correl.(Rev., Cap.) 
1980-81 to 2003-04 
1980-81 to 1990-91 
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activities from time to time, its reaction to India's nuclear test in 1998 and above all, 
Kargil war in 1999. 
The impact of permanent factors as price changes and population is again 
highlighted by the trends, discussed above. It can be noted from the trends provided in 
Tables 6.4 and 6.5 that total per capita defence expenditure has increased 16.88 times 
in nominal terms, 2.87 times in real terms and 1.8 times in real terms per head of 
population. 
Fig.s 6.9 and 6.10 reveal annual percentage changes in per capita defence 
expenditure over previous year, both in nominal and in real terms respectively. The 
annual percentage change over previous year in per capita defence expenditure on 
revenue account has been slower as compared to that on capital account in nominal 
terms during the period under study. 
The growth of defence expenditure can also be seen in relation to total 
expenditure. This may give us an idea as to what portion of government expenditure 
goes for defence purposes. Fig.6.11 gives the trends in the share of defence 
expenditure in total expenditure. It is found from this figure that in most of the years 
of the study period, the share of defence expenditure exhibits declining trends with 
large fluctuations. Moreover, the growth on capital account has been much less than 
that on revenue account throughout the period. The ratio of defence expenditure to 
GDP (at factor cost) exhibits almost the same trends as in case of its share in total 
expenditure (Fig.6.12). The ratio of defence expenditure on capital account to GDP 
has been always less than 1 percent throughout the study period, except in the year 
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6.4:Expenditure on Miscellaneous Services 
There are some other services being equally important to be analysed 
separately. These services include border roads, organs of states, fiscal services, 
subsidies, transfers to states and Uts, etc. For the purpose of present analysis, all such 
services are considered under the category of miscellaneous services. Table 6.6 
depicts the growth of expenditure on miscellaneous services in nominal and in real 
terms. Total expenditure on miscellaneous services has grown nearly by 6.56 times in 
nominal terms and 1.11 times in real terms during 1980-81 to 2003-04. Its annual 
average growth rates for this period in nominal and in real terms were 11.01 percent 
and 2.92 percent respectively. Expenditure under this category, however, exhibited 
more fluctuations due to declining trends in real terms than in nominal terms 
throughout the period under study. Faster growth can be observed on revenue account 
than on capital account both in nominal and in real terms. But, more fluctuations are 
visible on revenue and capital account in real terms than in nominal terms. The 
income elasticity of total expenditure on miscellaneous services for the entire period 
under study was 0.78 in nominal terms and 0.44 in real terms, indicating less 
responsiveness of this category of expenditure to a change in national income. 
A comparison of pre-reform and post-reform periods would indicate a fall in 
the annual average growth rate of total expenditure on miscellaneous services both in 
nominal and in real terms from pre-reform period to post-reform period. During post-
reform period, expenditure on miscellaneous services in real terms registered a 
negative annual average growth rate of -0.37 percent as against 7.77 percent during 
pre-reform period. The growth of aggregate expenditure on miscellaneous services 
during 1980-81 to 1990-91 was 4.16 times in nominal terms and 1.83 times in real 
terms, which declined to 1.57 times and 0.60 times respectively during 1990-91 to 
2003-04. Its growth on revenue account increased marginally both in nominal and in 
real terms, but on capital account, it witnessed a sharp fall from pre-reform period to 
post-reform period. During post-reform period, the growth on capital account was 
negative both in nominal and in real terms. Income elasticity of aggregate expenditure 
on miscellaneous services also fell from 1.13 to 1.00 in nominal terms and from 1.29 
to -0.17 in real terms from pre-reform period to post-reform period. The degree of 
relationship between revenue and capital accounts of miscellaneous services is found 
to be negative, -0.68 in nominal terms and -0.25 in real terms, during post reform 
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Growth rate (% per annum) 
1980-81 to 2003-04 
1980-81 to 1990-91 
1990-91 to 2003-04 
Income-elasticity 
1980-81 to 2003-04 
1980-81 to 1990-91 
1990-91 to 2003-04 
CorreI.(Rev., Cap.) 
1980-81 to 2003-04 
1980-81 to 1990-91 



































Source: AppendixTable A.6.4 
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period, indicating a faster growth on revenue account at the cost of capital account in 
the period when fiscal correction programmes were being initiated on a large scale by 
the government. 
Annual percentage changes over previous year in expenditure on 
miscellaneous services have been shown in Fig.s 6.13 and 6.14, both in nominal and 
in real terms respectively. It may be observed from these figures that the expenditure 
on miscellaneous services indicate a decline in 1981-82 over 1980-81 both in nominal 
and in real terms with negative annual percentage change. It averaged at around 10.2 
percent in nominal terms and 2.02 percent in real terms for the period 1980-81 to 
2003-04. It attained the maximum increase of 45.04 percent in nominal terms and 
35.20 percent in real terms in 1985-86 over 1984-85. Its average percentage changes 
over previous year have been negative on capital account, both in nominal and in real 
terms over the period. This may be due to large brands given by the Centre to States 
and UTs to meet their deficits. Large fluctuations can be observed on revenue account 
than on capital account more in nominal terms than in real terms for the entire period 
indicating the pressure of inflationary changes on this category of expenditure. 
Average annual percentage change fell from pre-reform period to post-reform period 
on revenue and capital accounts and in aggregate. However, this decline was more 
pronounced on capital account than on revenue account both in nominal and in real 
terms. 
If we examine the growth of per capita expenditure on miscellaneous services, 
we find whereas it has gone up from about Rs.97.00. in 1980-81 to about Rs.400 in 
2003-04 in nominal terms and came down from Rs.298.85 in 1980-81 to Rs.209.45 in 
2003-04 in real terms (Table 6.7). Over this period, its annual average growth rates in 
nominal and in real terms were 8.79 percent and 0.47 percent respectively. However, 
for the entire period under study, average per capita expenditure on miscellaneous 
services was slightly higher in real terms than in nominal terms with larger 
fluctuations in the latter than in the former. The growth of per capita expenditure on 
miscellaneous services on revenue account exhibited an increasing trend in nominal 
terms except the years 1989-90 and 1994-95. In real terms on revenue account, it 
indicated fluctuating growth pattern throughout the period under study. But in 
nominal terms, more fluctuations can be observed only after 1994-95. The average per 
































































































































Growth rate (% per annum) 
1980-81 to 2003-04 
1980-81 to 1990-91 
1990-91 to 2003-04 
Income-elasticity 
1980-81 to 2003-04 
1980-81 to 2003-05 
1980-81 to 2003-06 
Correl.(Rev., Cap.) 
1980-81 to 2003-04 
1980-81 to 1990-91 































































































Source: Computed from Appendix Table A.3.1 and Appendix Table A.6.4 
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services was higher on revenue account than on capital account for the entire period 
under study with greater coefficient of variation on capital account than on revenue 
account. However, a higher coefficient of variation may be seen in nominal terms 
than in real terms both on revenue and capital accounts. A negative correlation 
coefficient of -0.05 may be observed between revenue and capital accounts of per 
capita miscellaneous services in nominal terms. In real terms also, it was positive but 
close to zero (0.03). The elasticity of per capita miscellaneous services with respect to 
GDP (at factor cost) is found to be unity in real terms and 0.74 in nominal terms for 
the entire study period. 
The annual average growth rates of total per capita expenditure on 
miscellaneous services fell sharply from pre-reform period to post-reform period, both 
in nominal and in real terms. It even recorded a negative growth rate of-2.93 percent 
in real terms during post-reform period. 
Its averages, however, increased from pre-reform period to post-reform period 
both in nominal and in real terms with a reduction in coefficient of variation. Its 
average increased both on revenue and capital accounts in nominal terms. But in real 
terms, it increased on revenue account and declined on capital account from pre-
reform period to post-reform period. 
The idea of how the per capita expenditure on miscellaneous services grew 
annually over pervious year in nominal and in real terms during 1980-81 to 2003-04 
may be had from Fig.s 6.15 and 6.16 respectively. It is easy to observe from these 
figures that the annual growth of this category of expenditure per head of population 
over previous year is quite irregular during post-reform period as compared to that 
during pre-reform period, more in real terms than in nominal terms. Due to this 
irregular pattern of growth during post-reform period, per capita expenditure on 
miscellaneous services both in nominal and in real terms has a negative average not 
only during post-reform period but also for the period as a whole both on capital 
account and in aggregate. These negative changes over previous year, specially during 
post-reform period, may be on account of the fact that expenditure on miscellaneous 
services constitute those items which has under gone drastic change after the revision 
of fiscal policy in 1990-91 and the continued fiscal correction programmes in latter 
years. It stood up at a maximum of 41.96 percent in nominal terms and 32.34 percent 




This hike in per capita expenditure in 1985-86 over 1984-85 may be attributed to the 
supplementary grants released by the Central government to States and UTs 
(Economic Survey, 1985-86). 
Among the selected components of miscellaneous services, transfers to states 
and UT's constitutes the highest average share of 63.67 percent followed by major 
subsidies 32.13 percent, fiscal service 10.79 percent, and border roads 0.39 percent 
over the period under study (Table 6.8). It is, however, interesting to note that for the 
entire period under study, the coefficient of variation is the greatest in case of fiscal 
services and is the least in case of transfers to states and UT's. None of these 
components of miscellaneous services reveals a systematic pattern of growth. The 
coefficient of variation for each of these components increased from pre-reform 
period to post-reform period. The average share of organs of state and major subsidies 
in miscellaneous services has gone up, while that of border roads, fiscal services and 
transfers to states and UT's came down from pre-reform period to post-reform period. 
The share of miscellaneous services in total expenditure declined from 30.81 
percent in 1980-81 to 27.18 percent In 1990-91, which further declined to 10.23 
percent in 2003-04, averaging at around 25.14 percent during 1980-81 to 2003-04, 
27.72 percent during 1980-81 to 1990-91 and 23.27 percent during 1990-91 to 2003-
04 (Fig. 6.17). Its share on revenue account for the entire period under study has been 
more or less stagnant with slight fluctuations ranging from 12.85 percent to 19.26 
percent. Almost similar is the case on capital account, which exhibits relatively larger 
fluctuations, specially after 1997-98. The average share of miscellaneous services in 
total expenditure is almost half on capital account as compared to that on revenue 
account for 1980-81 to 2003-04. But, from pre-reform period to post-reform period, 
the average share on revenue account increased slightly, whereas on capital account it 
declined considerably. 
The share of miscellaneous services in GDP at FC rose marginally from 5.06 
percent in 1980-81 to 5.37 percent in 1990-91, but declined to 1.65 percent in 2003-
04, being on an average at 4.47 percent for the entire period under study (Fig. 6.18). 
Its average share in GDP also fell from pre-reform period to post-reform period with a 
rise in coefficient of variation by almost twice. The coefficient of variation has 
reduced on revenue account but increased on capital account from pre-reform period 
to post-reform period. 
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6.5: Composition of Non-developmental Expenditure 
Table 6.9 gives the trends in the percentage share of the three services 
considered in this chapter, namely, committed liabilities, defence expenditure and 
miscellaneous services in non-developmental expenditure. This table shows that the 
share of committed liabilities in non-developmental expenditure has increased on 
revenue account till 1992-93, being stagnant in some years. But since 1993-94, its 
growth became stagnant ranging from 64.00 percent to 68.00 percent. Its average 
during 1980-81 to 2003-04 was 57.58 percent, which increased from about 47.18 
percent during pre-reform period to 66.00 percent during post-reform period with a 
considerable fall in the coefficient of variation from 17.59 percent to 2.91 percent. 
The share of defence expenditure in non-developmental expenditure does not 
depict any systematic pattern of change, except from 1988-89 to 19992-93, when it 
witnessed a continuous fall. Its share has fallen from 41 percent in 1980-81 to 25 
percent in 2003-04 as against the share of committed liabilities, which rose from 35 
percent in 1980-81 to 59 percent in 2003-04. The average share of defence 
expenditure in non-developmental expenditure was 31.71 percent during 1980-81 to 
2003-04. This average declined from 38.73 percent during pre-reform period to 26.21 
percent during post-reform period with a fall in its coefficient of variation. It may also 
be observed from Table 6.9 that the share of defence expenditure in non-
developmental expenditure was much higher on capital account than that on revenue 
account throughout the study period. As a result, its average share on capital account 
during 1980-81 to 2003-04 was much higher than that on revenue account. 
Furthermore, an increase is witnessed in the average share on capital account, while a 
decline is observed in the average share on revenue account from pre-reform period to 
post-reform period. 
Miscellaneous services as percent of non-developmental expenditure exhibit 
fluctuations from 1980-81 to 1985-86. From 1986-87 to 1989-90 and from 1990-91 to 
1997-98, it registered a continuous decline. In all other years of the study period, it 
again revealed an irregular pattern of growth. Its average share for the entire period 
was 48.46 percent, less than the average share of committed liabilities, but more than 
the average share of defence expenditure. The average share of miscellaneous 
services, however, fell down, like that of defence expenditure, from 60.27 percent 








































































































































































































« ! • 
IN 
1^ 






VO t-- >« — 2 a IN •* 
1 r^ 00 r~ 
<N r- ^  
:2 3 -* 
^ ^ oo 
m ^ VO ^ 
2 S f^  r-^  
^ «> iri oo o^ 00 fs m -- fH-i 
• ^ 





















































Ov M f^  O 



































VO 2. "* 
















» .E a s 
2 2 2 2 
S 
>iiil||il|| a; ^ ^ 2* .— ra u 
















Neither revenue account nor capital account showed any systematic pattern of growth 
during the study period, though sharp fluctuations are visible on capital account 
whose share ranged from 447.00 percent in 1981-82 to -136.00 percent in 2003-04. 
The average share of miscellaneous services on revenue and capital account fell from 
pre-reform period to post-reform period with increasing fluctuations slightly on 
revenue account but sharply on capital account. 
6.6 Share of Selected Components of Non-developmental 
Expenditure in Total Expenditure 
Table 6.10 contains trends in the percentage share of selected components of 
non-developmental expenditure in total expenditure for the period 1980-81 to 2003-
04. It is evident from this table that over 24 years from 1980-81 to 2003-04, interest 
payment has been the largest growing item of total expenditure as regards its average 
share. It is followed by the average average share of defence expenditure (Fig.6.11), 
major subsidies, administrative services, fiscal services and pension and other 
retirement benefits. Among the components of non-developmental expenditure, which 
witnessed an increase from pre-reform period to post-reform period, the sharp 
increase can be noticed in the share of interest payment, while administrative services 
and pension and other retirement benefits showed slight increase over these periods. 
On the other hand, subsidies, fiscal services and defence expenditure have registered a 
decline in their average shares from pre-reform period to post-reform period. One 
important feature with regards to the share of various components of non-
developmental expenditure in total expenditure is that no other component, except 
interest payment, showed systematic trend over the period under study. Interest 
payment depicts continuous increase till 1997-98 and since then it increased with 
some years showing marginal fall. 
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Source: Appendix Table A.6.6 
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6.7 Selected Components of Non-developmental Expenditure in 
Relation to GDP (at factor cost) 
Trends in selected components of non-developmental expenditure in relation 
to GDP at FC are shown in Table 6.10. Here too, the average share of interest 
payment in GDP at FC has been the largest at 4.01 percent for the entire period under 
study followed by the share of defence expenditure (Fig. 6.12), then the share of 
subsidies 1.36 percent. Again, no other component of non-developmental expenditure 
than interest payment as percent of GDP showed an increasing pattern for the entire 
period under study, except the years from 1995-96 to 2003-04, when it recorded 
fluctuations. The average share of interest payment, administrative services and 
pension and other retirement benefits in GDP at FC increased from pre-reform period 
to post-reform period with a fall in the coefficient of variation. The average share of 
defence expenditure, subsidies and fiscal services in GDP fell from pre-reform period 
to post-reform period. The coefficient of variation in the share of defence and 
subsidies has declined, whereas that of fiscal services increased from pre-reform 
period to post-reform period. 
The analysis of various components of non-developmental expenditure brings 
out that like in case of the components of developmental expenditure, the impact of 
economic reforms is also visible for various components of non-developmental 
expenditure. The average annual growth rates of committed liabilities, defence and 
miscellaneous services fell considerably from pre-reform period to post-reform 
period, both in nominal as well as in real terms. The income elasticity of committed 
liabilities in per capita real terms was more than unity, while that of miscellaneous 
services was negative during post-reform period. Per capita defence expenditure in 
real terms with respect to per capita real GDP (at factor cost) was less than unit elastic 
during post-reform period. Due to large curtailment on capital account, expenditure 
on miscellaneous services registered a negative growth rate during post-reform 
period. A departure in the frends is observed when they are analysed in per capita 
terms. The average of per capita expenditure on defence, committed liabilities and 
miscellaneous services has risen sharply from pre-reform period to post-reform 
period, both in nominal as well as in real terms. A strong impact of prices and 
population is also depicted by the trends discussed in this chapter. Again the impact if 
price changes, alone contributes nearly six times growth in all 
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Source: Appendix Table A.6.7 
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components of non-developmental expenditure, viz., committed liabilities, defence 
and miscellaneous services. Prices changes and population growth together contribute 
almost twelve times increase in these components of expenditure. The growth of 
expenditure in nominal terms, in real terms and in per capital real terms is most 
pronounced in case of committed liabilities, less in case of defence and the least in 
case of miscellaneous services over the study period. 
Out of the three components of committed liabilities, namely, interest 
payments, administrative services and pension and other retirement benefits, the share 
of interest payments has been more than 80% in most of the years of the study period. 
The remaining share is accounted for by the administrative services and pension and 
other retirement benefits. It has also been found that the average share of 
administrative services declined and that of pension and other retirement benefits 
increased from pre-reform period to post-reform period with no sign of change in the 
average share of interest payments. 
Among the selected components of miscellaneous services, transfers to States 
and UT's constitutes the highest average share of 63.67 percent followed by major 
subsidies 32.13 percent, fiscal service 10.79 percent, and border roads 0.39 percent 
over the period under study. None of these components of miscellaneous services 
reveals a systematic pattern of growth. The average shares of organs of State and 
major subsidies in miscellaneous services have gone up, while that of border roads, 
fiscal services and transfers to States and UT's came down from pre-reform period to 
post-reform period. 
The maximum average share in non-developmental expenditure for the entire 
study period is accounted for by committed liabilities followed by miscellaneous 
services and defence. The average share of committed liabilities in non-
developmental expenditure has increased, while those of defence and miscellaneous 
services declined from pre-reform period to post-reform period. 
The share of the three components under discussion in total expenditure 
reveals that committed liabilities have attracted on average, the greatest share of 
government resources followed by miscellaneous services and finally defence. The 
average share of committed liabilities has gone up, while that of defence and 
miscellaneous services came down from pre-reform period to post-reform period with 
lesser fluctuations in these two categories than in committed liabilities. During pre-
reform period, the largest share was constituted by miscellaneous services, less by the 
181 
committed liabilities and least by defence. Likewise, the share of these components in 
GDP (at factor cost) maintained almost the same order. 
The analysis of different components of non-developmental expenditure in 
relation to total expenditure and GDP (at factor cost) suggests that interest payments, 
defence and major subsidies have been the largest growing items of government 
expenditure as well as in relation to GDP. Moreover, except defence expenditure and 
major subsidies, the average share of interest payments, administrative services and 
pension and other retirement benefits in total expenditure as well as in relation to 
GDP (at factor cost) increased from pre-reform post-reform period. 
The trends of government expenditure examined in this chapter and in the 
preceding three chapters point towards the fact that there has been a significant 
growth of government expenditure at the aggregate as well as at disaggregated levels. 
Further, the observed growth of aggregate government expenditure as well as that of 
various categories has been much faster than what has been noticed after eliminating 
the influence of prices and population. The next chapter is devoted to identify major 
factors other than prices and population, which seem to affect the growth of Central 
government expenditure in India. 
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Chapter-7 
Determinants' Analysis of Central Government Expenditure 
7.1: Introduction 
The trend analysis in the preceding chapters reveals that during a period of 24 
years from 1980-81 to 2003-04, aggregate Central government expenditure as well as 
its various categories have grown many-fold. Further, the growth of government 
expenditure in aggregate terms as well as category wise has been the highest in 
nominal terms, less in real terms and the least in per capita real terms. This has clearly 
reflected the influence of prices and population on the growth of government 
expenditure. This is in accordance with many studies like Reddy et.al. (1984) & 
Peacock and Wiseman (1967). These studies have considered prices and population as 
permanent factors influencing the growth of government expenditure. 
A descriptive analysis of the data can only provide a first step towards an 
explanation of the reasons for the growth of government. Theoretical reasoning and 
empirical testing of models are required to get more insight into the causes of this 
process. It is for this reason that the present chapter deals with the empirical testing of 
some of the important factors which appear to be very relevant and seem to have 
influenced the growth of Central government expenditure in India during post-reform 
period, i.e., from 1990-91 to 2003-04. 
7.2: Factors Affecting the Growth of Expenditure in India 
The growth of government expenditure over time is the result of interaction of 
complex variables, both economic as well as non-economic. These variables 
are also grouped as demand side explanations and supply side explanations. But there 
are evidences (see Chapter-2) to suggest that no empirical study of government 
expenditure can capture all potential explanations simultaneously. Appendix Table 
A.2.1 gives the list of some of the determinants, which affect, directly or indirectly, 
the growth of government expenditure. Here, a few important factors, which seem to 
have influenced the growth of Central government expenditure in India, are described 
below. 
(i) Economic Development 
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As stated earlier, the main thrust of most of the empirical research on 
Wagner's law was on the relationship between government expenditure and economic 
development. It has been argued that with the increase in State activity, the demand 
for goods and services will rise which, in turn, will push up government expenditure 
and also the level of economic development. To use the words of Peacock and 
Wiseman (1967), "As the general level of individual income rises, poverty and 
distress ought to diminish in importance". But this corollary may not be valid in India; 
the level of service is so low that even with an increase in the level of GNP, the 
provision of services by government might be called for. 
(ii) Chance Events 
There are theorists who believe that government expenditure does not always 
grow in a smooth fashion, but sometimes the growth in expenditure occurs with jumps 
caused by unforeseen events (Peacock and Wiseman, 1967). In the 'normal' periods, 
there is only moderate growth in public expenditure. Occasionally, however, there are 
internal disturbances as well as external shocks to the economic and social system 
which require higher level of government expenditures and novel methods for 
financing them. Even after the shocks/disturbances disappear, higher levels continue 
to prevail because of inertia. Examples of such shocks to India are: Partition of India 
in 1947; creating for the country the problems of rehabilitation and consolidation, and 
external aggressions in 1962, 1965 and 1971. But this factor seems no more relevant 
with respect to the period being considered for the present analysis. 
(iii) Relative Price Effect 
It refers to the view that much of the increase in government expenditure is on 
account of relative price rise, i.e., the price rise in the goods and services purchased 
by the government is faster than the price rise in the goods purchased by the rest of 
the economy. This can be observed from the movement of price indices in India (See 
Appendix Table A.3.1). 
(iv) Bureaucratic Power 
According to this explanation, growth of government expenditure, to an 
important degree, is due to the demand created by the bureaucracy for government 
services. The creation of demand for governmental services may be partly on account 
of 'inefficiency in providing services and go-slow tactics' and partly on account of 
'vested interest in expanding their empire'. An Indian study by Panandiker V.A Pai 
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and S.S. Kshirsagar (1971) reveals that the process of bureaucratisation in the sense of 
various characteristics of bureaucratic structure seems to have generally 'arrived in 
the developmental agencies of the government at the State as well as at the Central 
levels'. Further, the process of bureaucratisation in the developmental agencies with 
respect to behavioural characteristics is indicative of different trends; that a 
pronounced structural feature of a well-organised system of rule is not necessarily 
followed by a behavioural pattern of rule-orientation. 
(v) Income Redistribution 
Government grows as a consequence of low income individuals using the 
political system to redistribute income amongst them. The idea is that politicians can 
attract voters whose incomes are at below the median by offering benefits that impose 
a net cost on those whose income are above the median. It is a significant factor 
determining the size and composition of government expenditure in India. A more 
equitable income distribution will reduce the incidence of poverty and relax the 
government's resources to be diverted to other areas of national interest. However, in 
case of unequal income distribution, government has to spend more for providing 
basic amenities of life and ensuring a better standard of living for the people 
belonging to low income groups. 
(vi) Demographic Changes 
The volume and composition of government expenditure is also determined by 
the absolute changes in and the relative growth of population, age structure, sex 
composition, population density and distribution (especially urbanisation), share of 
schedule caste/tribe population, share of employed population, female labour ratio, 
etc. The growth of expenditure is said to have a positive association with these 
demographic factors. 
(vii) Technological Change 
Technological change is often mentioned as an important determinant of the 
growth of government expenditure. It is argued that with the change in technology, 
the pattern of consumption of the people also changes. It requires the government to 
provide facilities of transport, training, knowledge of new technique, etc. As a result, 
government has to spend on a large-scale to coop with the new technology. In India, 
there has been a great advancement in technology sector as part of the process of 
globalisation. Thus, this factor is also significant in the present analysis. 
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(viii) Trade Openness 
David Cameron (1978) was the first to convincingly demonstrate a connection 
between trade openness and government finances. This was confirmed by later studies 
on the subject. It was postulated that more open countries were more heavily 
unionised which, through collective bargaining, lead to greater demand for 
government transfers in the form of social protection. Rodrik (1998) hypothesised that 
government expenditure might serve as a form of insurance against external risk. This 
indicates more open countries expose to higher external risks requiring the 
government to spend more for the survival. India's greater integration with the world 
economy was reflected by the trade openness indicator. The trade to GDP ratio, which 
increased from 22.5 percent of GDP in 2000-01 to 34.8 percent of GDP in 2006-07, 
reflects its openness (Economic Survey, 2007-08). 
(ix) Demonstration Effect 
Increased awareness of comforts and the standard of living enjoyed by the 
richer section of the society create pressures on the government to provide the same to 
the general public. News media diffuse the awareness leading to increased 
expectation. People get increasingly sensitive to injustice in the distribution of public 
goods. Through the dissemination of information about services provided in advanced 
countries, the citizens and their representatives in developing countries also hope to 
know more about what they should expect and, thus, better articulate and 
communicate their views. 
(x) Impact of Revenue 
Revenue seems to be a major restriction on government finances and thus an 
important factor influencing public spending Peacock and Wiseman (1961). 
Therefore, a study of government expenditure should also take into account 
government revenue. But many traditional empirical studies on public expenditure do 
not consider the revenue side or only consider it by inclusion of a deficit variable; 
which more or less means the expenditure are regressed on expenditure. However, 
whenever a Federal, State or local government is deciding on its budget, it 
simultaneously determines (planned) expenditures, revenues and deficit/surpluses. 
India's revenue and fiscal deficits have been growing since the mid of 1980's and the 
situation worsened in 1990-91. Since there is less scope of raising revenue, the 
government depended on large borrowing and reduction in expenditure. Thus, 
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revenue deficit or fiscal deficit of the previous year may be considered in empirical 
testing for explaining the growth of government expenditure 
(xi) Indebtedness 
It is an observed fact that in most of the developing countries like ours, 
government has to rely on borrowing from internal as well as external sources to meet 
its current expenditure and also to finance various developmental projects. On the 
other hand, greater indebtedness of a country means reduced expenditure on defence, 
civic amenities, social and physical infrastructure, etc. Thus, government spending is 
not to be seen independently of indebtedness. 
(xii) Corruption and Crime Rate 
Besides economic factors, there are many non-economic factors as well, which 
affect the growth of government expenditure. Amongst various non-economic factors, 
corruption and crime rate seem very significant for any system, for, growing 
corruption and increasing crime rate adversely affect economic activities and compel 
the government to prevent any sort of unlawful activity. This requires a considerable 
amount of money to spend on the maintenance of law and order, setting up of inquiry 
committees (whenever necessary), advertisement to increase awareness amongst the 
people about their safety, etc. 
(xiii) Social, Cultural and Political Factors 
Socio-cultural changes, it is said, affect the extent to which distributional 
adjustments are desired. Changes in political structure also affect public expenditure, 
in so far as they bring out new demands for public goods. These factors may include 
changes in social attitudes, increasing awareness of where about and demanding an 
increased standard, maintenance of cultural heritage and surviving our traditional 
wealth, adopting new culture, which requires the government to provide a somewhat 
new atmosphere to the people to live and work, inter-party competition, ideological 
differences of individual parties, government size, benefits to government servants, 
etc. 
There are many more explanations of the growth of government expenditure, 
which may be valid for India. These may include, amongst others, unemployment 
rate, dependency ratio, sectoral contribution, per capita tax revenue, foreign direct 
investment (FDI), election and non-election years, share of population eligible to cast 
votes, etc. Peacock and Wiseman (1979), while reviewing various explanations for 
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growth of government expenditure (including their own, viz., displacement effect), 
have concluded that existing explanations need improvement and new explanations 
should be tried out. 
7.3: Our Approach to Empirical Testing 
It seems clear from the discussion in the preceding section that more than one 
explanation appears convincing in our case. But guided by such constraints as the lack 
of data on all aforementioned factors and the problem of quantifying them, we have 
chosen six factors for explaining the growth of government expenditure, namely, per 
capita income represented by per capita GDP (at factor cost) at 1993-94 prices 
(PGDPt), index of trade openness (1993-94=100) (obtained by dividing the sum of 
export and import by GNP at market price) (TRADOPt), share of income originating 
in the manufacturing sector at 1993-94 prices as a proxy for technological change 
(MGDPt), relative price index of public sector goods at 1993-94 prices (obtained by 
dividing the price index of government final consumption expenditure by implicit 
price GDP deflator) (RELPt), real per capita annual plan outlay at 1993-94 prices 
representing socio-cultural and political philosophy of the country (POUTt), and lag 
value of the dependent variable by one year to capture the impact of bureaucratic 
control. 
Keeping in view the purpose of the present study, four variants of government 
expenditure have been identified as dependent variables for multiple regression 
analysis and are expressed in real per capita terms. These variables include total 
Central government expenditure (GEt), defence expenditure (DEFt), committed 
expenditure (COMt) and non-developmental non-committed expenditure (NDNCMt). 
The choice of these categories of government expenditure is on account of the fact 
that these may be the likely areas of government finances where some rationalisation 
can be achieved. 
The period for empirical analysis in the on going study is the post-reform 
period, i.e., from 1990-91 to 2003-04. This is because of the fact that only in this very 
period of economic reforms, public expenditure has also received special attention of 
the Government of India and, therefore, the empirical testing of a set of determinants 
assumes an added significance in this period. 
The choice of the functional form of the equation to be tested may be of 
importance. Actually, one can define the dependent variable of each equation as the 
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logarithm of public expenditure, as a ratio of public expenditure to GDP or as the rate 
of growth of public expenditure. Using a log-linear formulation would fit the 
theoretical model: but such a procedure might be rather unsatisfactory, since, time 
series are likely to show common increasing trend. The high level of R-squares might 
be somewhat misleading. Further more, the presence of common time trends increases 
the risk of muhi-coUinearty, which involves bias in the estimates. 
Another formulation defines the endogenous variables as a ratio of public 
expenditure to some measures of the national or domestic product. This method 
expresses the endogenous variable (in ratio terms) as a fiinction of the logarithms of 
exogenous variables (Kirchgassner and Pommerehne, 1988). In so doing, it faces the 
same problem of multi-collinearty as the one aforementioned. Whenever there are 
trends in the time-series, then it is better to take the first difference of the equation 
(Deaton and Muellbauer, 1980). 
In the present empirical analysis, log-linear formulation of the type 
lnY,=a+bilnXit+b2lnX2t+b3lnX3t...+c lnYt.i...+u, 
is used, because we are interested in the growth of expenditure and not in the absolute 
change. Further, the dependent variable is considered in real per capita terms and not 
as a ratio of the measure of national income. This is because of the fact that the 
government can grow in the relative terms either because the growth of government 
expenditure has accelerated relative to the growth of national income or because there 
has been a decline in the rate of growth of national income. But the share approach 
ignores these two possibilities (Henrekson Magnus, 1988). 
It is also found interesting for the present work to know the extent by which the 
actual expenditures respond to the level and variation in the desired expenditures. For 
this purpose, partial adjustment model (wallis, 1969) is applied for developmental and 
non-developmental expenditures of the Central government in nominal terms. 
The basic premise is that there exists the desired level of government 
expenditure, and government, while budgeting, always attempts to adjust the 
expenditure towards this desired level. While doing so, government bears in mind that 
a full adjustment is well nigh impossible and it has to make only partial adjustments. 
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Under partial adjustment model, it is assumed that government's reaction to 
the desired expenditure level can be explained in terms of 'habits persistence' 
hypothesis, which posits that government would like to produce at least as claims of 
expenditure in the ensuing period as it had incurred in the preceding period. 
Let the actual expenditure (Et) in a given year t be expressed as follows: 
E,-E,_, =A(E,-EJ 
or E, = A{E,-E,_^)+E,_^ 
or E, = AEJI-A)E,_, (7.1) 
where Et = Desired level of expenditure in year t 
Et = actual level of expenditure in year t 
Et-i = actual expenditure lagged by one year 
X = Adjustment factor (o< X<1) 
Since Et is unobservable, it is assumed as a linear function of economic development. 
We have used GDP (at factor cost) at current prices in this case, 
i.e., Et = a+bGDPt (7.2) 
Substituting equation (7.3) in equation (7.2), we get the following 
relation 
E, = A{a + b GDP,) + {\-A)E,_^ 
or £, = Aa + AbGDP,+ {\-X)E,_, (7.3) 
Equation (7.4) takes the shape of a formulation, which can be used for determinants' 
analysis by adding more explanatory variables. The important parameter to be 
estimated in this equation is X, which determines the speed of adjustment. A low value 
of X approaching zero indicates a slow adjustment, while a high value approaching 
unity indicates fast adjustment. 
For our empirical analysis, we have used the simple econometric technique of 
ordinary least squares for estimation purpose. As mentioned under the limitations of 
the present study (see Chapter 1 of the thesis, 1.8) that because of our technical 
limitations, we could not proceed for advanced econometric analysis like testing 
190 
stationarity, using methods for solving the problem of the presence of multi-
coUinearity and autocorrelation, etc. 
7.4: Results And Discussion 
It may be mentioned at the outset of this section that all explanatory variables, 
chosen for our empirical analysis, affect the growth of Central government 
expenditure in India significantly, the reasons for which may be found in earlier 
paragraphs (7.2). However, the presence of common trends in our data may lead to 
serious econometric problems, of which multi-collinearity is commonly experienced. 
In an attempt to purge this problem of multi-collinearity, equations have been re-
estimated by dropping one independent variable after the other. In this way, we have 
obtained six equations in respect of each dependent variable. The estimation results of 
these equations are reported in Table 7.1. For each regression we construct the null 
hypothesis HQ.. the estimated coefficients of all explanatory variables are in 
significant equal to zero against the alternative hypothesis Hi., they are significantly 
different fi-om zero. 
It may be observed from Table 7.1 that per capita income is the significant 
explanatory variable in all cases for all categories of government expenditure. It is 
interesting to note that per capita income, alone explains nearly 78.2 percent of the 
variation in total expenditure, nearly 83.9 percent of defence expenditure, and 96.1 
percent of committed expenditure, nearly 67.9 percent of non-developmental non-
committed expenditure. This is in accordance with earlier studies on the subject (see 
Chapter 2 of the thesis) and leads us to infer that Wagner's law is supported by our 
data for all categories of expenditure, even for a period of fourteen years. The lag 
values of total expenditure and defence expenditure are also found significant. But no 
such statistical significance is witnessed in the case of lag values of committed 
expenditure and non-developmental non-committed expenditure. However, index of 
trade openness, technological change, relative price index of public sector goods and 
socio-cultural and political philosophy of the country are not found statistically 
significant for our data. All factors (including lag value of the respective dependent 
variables), taken together, explain 94.3 percent of the variation in total expenditure, 
92.7 percent of the variation in defence expenditure, 98.2 percent in committed 
expenditure and 89.3 percent in non-developmental non-committed expenditure. But 
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after the other. The signs of per capita income, relative price index of public sector 
goods and that of lag value of expenditure category are in confirmity with the priory 
economic theory. However, for defence expenditure, the sign of relative price index 
of public sector goods is negative, which is against the basic premise. Socio cultural 
and political economy of the country occurs with a positive sign in case of defence 
expenditure and committed expenditure, which supports the findings of earlier 
studies. 
Results of Partial Adjustment model for developmental and non-
developmental expenditures are given in Table 7.2. This table reveals that about 98.8 
percent of the total variation in developmental expenditure is explained by the level of 
economic development and the developmental expenditure of the previous period, 
taken together. On the other hand, 99.6 percent of the total variation in non-
developmental expenditure is explained by the level of economic development and 
the previous value of non-developmental expenditure, taken together. Further more, 
the speed of adjustment between the actual and the desired levels is greater in case of 
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Conclusion and Policy Imperatives 
The present study is undertaken with a view to examine the efforts made by 
the government of India from time to time in reforming the system of public 
expenditure management. For this purpose, the growth of (a) aggregate expenditure of 
the Central government and (b) different economic and functional categories has been 
analysed empirically, both in nominal and in real terms at 1993-94 prices as well as in 
relation to national income and population for the period 1980-81 to 2003-04. In order 
to support these objectives, following hypotheses were developed and tested during 
the course of this work: 
(i) The growth of government expenditures in India has been much faster than the 
growth of national income over the period under study and the rapid growth in 
expenditures is the result of several economic as well as non-economic factors 
(Wagner's hypothesis), 
(ii) Economic reforms initiated in India in 1991 did not have any significant 
impact on the size and composition of Central government expenditures. 
(ill) The increase in the price index of public sector goods relative to the economy 
has also caused a jump in Central government finances. 
We have collected data on total as well as various components of Central 
government expenditure from Indian Public Finance Statistics (GOI, various issues). 
Figures on major macro-economic aggregates like national income, population, price 
indices, etc. have been obtained from National Accounts Statistics (GOI, various 
issues). Statistical tools like arithmetic mean, coefficient of variation, simple and 
compound growth rates, correlation coefficient, income elasticity, diagrammatic 
representation and above all, regression analysis have been used for data analysis. The 
basic limitation of this study is that it excludes the expenditure of the States, which 
indeed, forms a large part of the total combined expenditure of the Centre and States. 
Ample literature has emerged concerning theoretical and empirical aspects of 
public expenditure. This comprises of both time series and cross sectional studies 
conducted for developed and developing countries. However, an important issue on 
which no satisfactory consensus could be developed is to explain theoretically and 
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empirically as to how public expenditure grows. Many interesting hypotheses have 
been propounded explaining the growth of government expenditure, but neither they 
found satisfactory empirical support nor they are applicable in the present context in 
the manner they have stated (see Appendix Table A.2.2). 
8.1: Trends in Aggregate Central Government Expenditure 
The analysis of the trends in aggregate Central government expenditure 
reveals that over a period of 24 years from 1980-81 to 2003-04, the observed growth 
of expenditure has been much higher than what is found, when converted in per capita 
real terms. The real per capita expenditure at 1993-94 prices increased by 2.11 times 
only as against the increase in total real expenditure by 3.36 times and the expenditure 
in nominal terms rose by 9.76 times over the period under study. This reflects the 
significance of population and prices influencing the growth of government 
expenditure. Further more, the increase in expenditure in relation to national income 
(GDP (at factor cost) in our case) has been slightly less than to-fold over the study 
period. 
The growth of government expenditure on revenue account was more 
pronounced than that on capital account both in nominal and in real terms. The 
correlation coefficient between expenditure on revenue and capital accounts in real 
terms is found to be negative (-0.27) for the period 1980-81 to 2003-04, indicating 
that in real terms, expenditure on revenue account has increased at the cost of 
expenditure on capital account. This is not a good sign in view of growing need for 
investment in infrastructure and basic social services. 
For a more comprehensive analysis, we have divided the study period in to 
two periods, namely, the pre-reform period from 1980-81 to 1990-91 and the post-
reform period from 1990-91 to 2003-04. The comparison of government expenditure 
growth between pre-reform and post-reform periods shows that the growth of 
government expenditure has been higher during pre-reform period than during post-
reform period, both in nominal as well as in real terms. This is also true when 
expenditure is analysed in relation to population and GDP (at factor cost). It has been 
observed that the average share of government expenditure in GDP (at factor cost) has 
increased on revenue account but declined on capital account from pre-reform period 
to post-reform period. Also, the decline on capital account was so sharp in 
comparison to the increase on revenue account that the average share of total 
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expenditure in GDP also fell marginally from pre-reform period to post-reform 
period. The annual average growth rate of expenditure during pre-reform period was 
even higher than that of GDP (at factor cost). Similar case is observed when the 
expenditure is decomposed into revenue and capital accounts. A high positive 
correlation of 0.93 during pre-reform period and a negative correlation of-0.54 during 
post-reform period between revenue and capital accounts of expenditures in real terms 
out lines the fact that it was during post-reform period that government had to curtail 
large part of its capital expenditure to meet current obligations and to fill up the gap 
on revenue account. However, deterioration on revenue account started since the mid 
1980's. The annual percentage changes over previous year in aggregate Central 
government expenditure exhibit more fluctuations on capital account and less on 
revenue account, when the impact of price changes is not eliminated. However, when 
converted in per capital real terms, sharp fluctuations are visible on revenue account 
relative to capital account in the annual growth of government expenditure, except 
during pre-reform period, when fluctuations on capital account were larger. 
The elasticity coefficients of total Central government expenditure with 
respect to GDP (at factor cost), both in nominal as well as in real terms at 1993-94 
prices fell from pre-reform period to post-reform period. It was more than unity on 
revenue account both in nominal as well as in real terms during pre-reform period, 
post-reform period and during the entire study period. But a negative elasticity 
coefficient is found on capital account in real terms during post-reform period and 
during the study period as a whole. The elasticity coefficient of per capita real 
expenditure with respect to per capita real GDP (at factor cost) has been higher on 
revenue account and lesser on capital account, when compared with its elasticity 
coefficient in nominal and in real terms. The negative income elasticity coefficient of 
expenditure on capital account is also observed when the influence of prices and 
population is eliminated. This makes the picture clearer that the degree of 
responsiveness of government expenditure with respect to national income, when 
there is no influence of price changes and population growth, is greater on revenue 
account than that on capital account. Further, it may also be inferred that in order to 
meet its current expenditure, the government has reduced capital expenditure. 
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8.2: Trends in Developmental and Non-Developmental Expenditures 
Trends in aggregate Central government expenditure do not reflect the areas 
where government's focus has been more and which are the areas where government 
gave less priority. For this purpose, aggregate expenditure is decomposed into the 
developmental and non-developmental expenditures. The trends in these two 
categories of expenditures highlight some series facts. The significant impact of fiscal 
correction programmes in the era of economic reforms may be seen on developmental 
expenditure whose annual average growth rate has fallen from pre-reform period to 
post-reform period not only in nominal terms but also in per capita real terms. Further 
more, the growth on capital account in per capita real terms was negative during pre-
reform and post-reform periods. The share of developmental expenditure in total 
expenditure as well as in GDP (at factor cost) has also declined from pre-reform 
period to post-reform period. 
Likewise, the annual average growth rate of non-developmental expenditure 
has come down fi-om pre-reform period to post-reform period in nominal terms, in 
real terms and in real terms per head of population. But the relative share of non-
developmental expenditure in total expenditure as well as in GDP (at factor cost) has 
gone up on average from pre-reform period to post-reform period. Besides this, 
correlation coefficient between capital account of developmental expenditure and 
revenue account of non-developmental expenditure in per capita real terms is found to 
be negative. Moreover, as stated in preceding paragraph, annual average growth rate 
on capital account in case of per capita developmental expenditure in real terms was 
negative during pre-reform and post-reform periods. However, the revenue account of 
per capita non-developmental expenditure in real terms registered a high annual 
average growth rate during these sub-periods. This indicates that in per capita real 
terms, non-developmental expenditure on current account has been financed through a 
reduction on capital account of developmental expenditure during pre-reform and 
post-reform periods. This seems contrary to what government is committed in respect 
of increasing expenditure on developmental areas like physical and social 
infrastructure, poverty alleviation programmes, sustaining agriculture growth, etc. 
The impact of prices and population seems sharper when total expenditure is 
disaggregated into developmental and non-developmental components. It has been 
found from our analysis that during 1980-81 to 2003-04, the total developmental 
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expenditure has increased by 17.52 times in nominal terms, by 2.98 times in real 
terms and by 1.87 times in real terms per head of population. Likewise, the non-
developmental expenditure has risen by 28.02 times in nominal terms, by 4.77 times 
in real terms and by 2.99 times in real terms per head of population. This shows that 
the growth of both developmental and non-developmental expenditures is reduced by 
almost one-sixth, when the influence of price changes alone is eliminated and even 
after discarding the price changes, the growth of expenditure is further reduced by 
almost half, when the impact of population is also eliminated. But when both 
developmental and non-developmental expenditures have been converted in per capita 
real terms, the growth of non-developmental expenditure during 1980-81 to 2003-04 
is almost twice of the growth of developmental expenditure, when looked in absolute 
terms and by almost four times, when looked in terms of annual average growth rate. 
The annual growth in developmental and non-developmental expenditures over 
previous year reveals more fluctuations on capital account and less on revenue 
account in case of both developmental and non-developmental expenditures, in 
nominal as well as in real terms. However, when converted in per capita terms, higher 
fluctuations on revenue account relative to capital account were observed in the 
annual growth over previous year in case of both developmental and non-
developmental expenditures for the entire study period, both in nominal and in real 
terms. These fluctuations have declined on revenue account, but increased on capital 
account in case of both per capita developmental and per capita non-developmental 
expenditures from pre-reform period to post-reform period. 
Elasticity of per capita developmental expenditure in real terms with respect to 
per capita real GDP (at factor cost) was 2.49 during pre-reform period, which came 
down to 0.71 during post-reform period. But on capital account, it was negative both 
during pre-reform and post-reform periods as well as for the entire period. This 
indicates that during our study period, a proportionate increase in national income let 
to a proportionate decline in developmental expenditure on capital account in per 
capita real terms. This is alarming in view of the growing investment priorities in 
many developmental areas like agriculture, infrastructure, etc. The problem would not 
have been so serious if the elasticity coefficients were not negative. The negativity of 
the elasticity coefficient indicates an inverse impact of economic growth on 
developmental expenditure on capital account. Though during post-reform period, 
income elasticity of non-developmental expenditure was also negative on capital 
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account in per capita real terms. However, the income elasticity coefficient of total 
non-developmental expenditure in per capita real terms was more than unity and so 
was the case on revenue account for the entire study period as well as during pre-
reform and post-reform periods. 
8.3: Components of Developmental Expenditure 
Amongst the components of developmental expenditure, other economic 
services accounted for the largest average share of 30 percent followed by the average 
share of social and community services 21.09 percent and general economic services 
4.35 percent during 1980-81 to 2003-04. During this period, where as the average 
share in case of social and community services and general economic services in 
developmental expenditure was greater on revenue account than on capital account, in 
case of other economic services, capital account attracted the larger share as 
compared to the share on revenue account. The average share in developmental 
expenditure of social and community services increased, but that of general economic 
services and other economic services declined from pre-reform period to post-reform 
period. The shares of social and community services and general economic services 
showed large fluctuations on capital account, whereas that of other economic services 
on revenue account for the entire study period. The same is also observed during post-
reform period. But during pre-reform period, the shares of all these three components 
depicted sharp fluctuations on capital account. 
The largest average share in total expenditure has been that of other economic 
services followed by social and community services and general economic services. 
Whereas the average share of general economic services and other economic services 
declined, the average share of social and community services increased slightly from 
pre-reform period to post-reform period. On the other hand, the share of all these 
services in GDP (at factor cost) declined from pre-reform period to post-reform 
period. The average share of social and community services in total expenditure as 
well as in GDP (at factor cost) is much less than what is required. The share of social 
and community services, general economic services in total expenditure as well as in 
relation to GDP (at factor cost) indicate large fluctuations on capital account as 
compared to those on revenue account for the entire study period and during pre-
reform period. However, during post-reform period, share of other economic services 
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in total expenditure exhibited sharp fluctuations on revenue account than capital 
account. 
On contrary, whereas the annual growth rate of social and community services 
and that of general economic services had fallen, the annual average growth rate of 
other economic services went up from pre-reform period to post-reform period. 
Almost the similar pattern is observed in per capita real terms. However, in this case, 
the annual average growth rate of other economic services is found to be negative 
during pre-reform period. The correlation coefficient between revenue and capital 
accounts in case of social and community services is found to be negative in per 
capita real terms for the entire period as well as during post-reform period. This 
negative correlation is also observed between revenue and capital accounts of other 
economic services in per capita real terms during pre-reform period. 
The income elasticity in nominal terms of social and community services has 
been more than unity for the entire period under study as well as for the two sub-
periods. For other economic services, the elasticity coefficient was more than unity 
only in the post-reform period. The same is observed in per capita real terms. The 
income elasticity is, however, found to be higher in per capita real terms than in 
nominal terms. The income elasticity of expenditure on social and community 
services and on other economic services declined from pre-reform period to post-
reform period, both in nominal terms and in per capita real terms indicating reduced 
priority of the government on these services during post-reform period. 
During the period 1980-81 to 2003-04, expenditure on social and community 
services has grown almost 26.93 times in nominal terms, 4.59 times in real terms and 
about 2.85 times in per capita real terms. On general economic services, it was 0.81 
times in nominal terms, 0.14 times in real terms and 0.09 times in per capita real 
terms. Similarly, expenditure on other economic services in nominal terms, in real 
terms and in per capita real terms grew by nearly 15.09 times, 2.57 times and 1.61 
times respectively. This indicates that expenditure on these services over the study 
period has increased almost six time only because of inflationary pressure and about 
twelve times because of both population growth and inflationary pressure. 
Among the components of social and community services, education, arts and 
culture constituted the maximum share on average, for the entire study period, which 
has also increased from pre-reform period to post-reform period. The share of 
medical, public heath, sanitation and water supply, however, remained almost 
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stagnant during the period under study. The least share is accounted for by urban 
development, which has also declined from pre-reform period to post-reform period. 
Similar decline is observed in the case of scientific services and research. 
As regards the components of general economic services, foreign trade and 
export promotion constitutes the largest share on average during 1980-81 to 2003-04. 
Co-operation and special backward areas have been on the least priority during this 
period and their average shares also declined from pre-reform period to post-reform 
period. This is again an alarming trend and is a matter of concern for the policy 
makers keeping in view the interest of the masses. 
In case of other economic services, agriculture and allied services emerged as 
the largest component having the maximum share of 38.26 percent on average during 
1980-81 to 2003-04. Its average share also went up from pre-reform period to post-
reform period. It is quite interesting to find that despite the growing importance of 
railways and post and telegraph, their average shares in other economic services are 
relatively less and fell dovm from pre-reform period to post-reform period. 
An assessment of the share of various components of these services in total 
expenditure as well as in GDP (at factor cost) is also disappointing. It has been found 
that the share of industries and minerals is maximum in total expenditure as well as in 
relation to GDP (at factor cost). On the other hand, education, arts and culture and 
medical, public health, sanitation and water supply seem to be the least priority areas 
of the government. Furthermore, the share agriculture and allied services, education, 
arts and culture and medical, public health, sanitation and water supply has increased 
from pre-reform period to post-reform period, both in relation to total expenditure as 
well as in relation to GDP (at factor cost). But the increase in the latter two categories, 
namely, education, arts and culture and medical, public health, sanitation and water 
supply is marginal. This may be attributed to the fact that most of these services fall in 
the State subject and their analysis with only Central government finances (excluding 
State expenditure) may be partly useful. 
A point that has been observed with regard to the three services under 
discussion is that the annual percentage changes in these services over previous year 
in per capita real terms reveal large fluctuations on revenue account in case of social 
and community services, on capital account in case of general economic services and 
again on revenue account in case of other economic services during 1980-81 to 2-003-
04. During pre-reform period, both social and community services and general 
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economic services, in per capita real terms, exliibited sharp fluctuations in their 
annual percentage changes on capital account. However, during post-reform period, 
more fluctuations on capital account are visible only in the annual percentage change 
in other economic services. 
8.4: Components of Non-Developmental Expenditure 
Committed liabilities, defence and miscellaneous services are the components 
of non-developmental expenditure, considered in the present study. The analysis of 
these components brings out that like in case of the components of developmental 
expenditure, the impact of economic reforms is also visible for various components of 
non-developmental expenditure. The average annual growth rates of committed 
liabilities, defence and miscellaneous services fell considerably from pre-reform 
period to post-reform period with a reduction in their income elasticity coefficients, in 
nominal terms, in real terms and in real terms per head of population. For the entire 
period of our study, the largest annual average growth rate in per capita real terms is 
recorded by expenditure on committed liabilities (7.86 percent) followed by defence 
(1.95 percent) and miscellaneous services (0.47 percent). Due to large curtailment on 
capital account, expenditure on miscellaneous services registered a negative growth 
rate during post-reform period with a negative income elasticity coefficient in per 
capita real terms. Only expenditure on committed liabilities in per capita real terms 
was more than unit elastic with respect to income during post-reform period, whereas 
defence expenditure and expenditure on miscellaneous services were less than unit 
elastic. 
The correlation between revenue and capital accounts of defence expenditure 
in per capita real terms was much higher during post-reform period (0.79) than during 
pre-reform period (0.25). The annual percentage change in per capita defence 
expenditure over previous year were observed to be high on capital account in 
nominal terms and on revenue account in real terms for the entire study period as well 
as during pre-reform and post-reform periods. The correlation coefficient between 
revenue and capital accounts of miscellaneous services in per capita real terms was 
also very low (0.03) during 1980-81 to 2003-04. Expenditure under this category, 
however, exhibited more fluctuations due to declining trends in real terms than in 
nominal terms throughout the period under study. Sharp fluctuations are visible on 
capital account only during pre-reform period. 
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Among three components of committed liabilities, interest payments constitute 
the largest share of 81.15 percent on average followed by the average share of 
administrative services 11.78 percent and finally, pension and other retirement 
benefits 7.07 percent during 1980-81 to 2003-04. The average share of administrative 
services declined, whereas that of pension and other retirement benefits rose fi-om pre-
reform period to post-reform period. But the average share of interest payments did 
not show any sign of change over these sub-periods. 
Among the selected components of miscellaneous services, transfers to States 
and UT's constitutes the highest average share of 63.67 percent followed by major 
subsidies 32.13 percent, fiscal service 10.79 percent and border roads 0.39 percent 
over the period under study. None of these components of miscellaneous services 
reveals a systematic pattern of growth. The average share of organs of State and major 
subsidies in miscellaneous services has gone up, while that of border roads, fiscal 
services and transfers to States and UT's came down from pre-reform period to post-
reform period. 
The average share of committed liabilities, defence and miscellaneous services 
in non-developmental expenditure were 51.79 percent, 31.71 percent and 48.46 
percent respectively during 1980-81 to 2003-04. A point to be noted is that the share 
of defence expenditure in non-developmental expenditure has been higher on capital 
account than on revenue account during the study period. But the growth in the share 
of miscellaneous services in non-developmental expenditure has been much higher on 
capital account than on revenue account fi-om 1980-81 to 1996-97. In fact, during this 
period, the share on capital account has been much above 100 percent but after 1997-
98 following the fiscal imbalances in the economy, this share came down and became 
negative in 2003-04. This may be due to large efforts made by the government in 
reducing the volume of non-developmental expenditure. 
The share of the three components under discussion in total expenditure 
reveals that committed liabilities have attracted on average, the greatest share of 
government resources followed by miscellaneous services and finally defence. The 
average share of committed liabilities has gone up, while that of defence and 
miscellaneous services came down from pre-reform period to post-reform period with 
lesser fluctuations in these two categories than in committed liabilities. During pre-
reform period, the largest share was constituted by miscellaneous services, less by the 
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committed liabilities and least by defence. Likewise, the share of these components in 
GDP (at factor cost) maintained almost the same order. 
The analysis of different components of non-developmental expenditure in 
relation to total expenditure and GDP (at factor cost) suggests that interest payments, 
defence and major subsidies have been the largest growing items of government 
expenditure as well as in relation to GDP. Moreover, except defence expenditure and 
major subsidies, the average share of interest payments, administrative services and 
pension and other retirement benefits in total expenditure as well as in relation to 
GDP (at factor cost) increased from pre-reform period to post-reform period. 
8.5: Factors Affecting the Growth of Government Expenditure 
The trend analysis of government expenditure during a period of 24 years 
from 1980-81 to 2003-04 suggests that prices and population are the two significant 
factors affecting the growth of government expenditure. In an attempt to identify 
other factors which are likely to influence government expenditure in India, we chose 
six explainatory variables, namely, per capita income, index of trade openness, 
technological change, relative price index of public sector goods, socio-cultural and 
political philosophy of the country and the lag value (by one period) of the dependent 
variable, i.e., government expenditure. Four variants of government expenditure have 
been identified as dependent variables for regression analysis. These include total 
expenditure, defence expenditure, committed expenditure and non-developmental 
non-committed expenditure. 
The result of multiple regression analysis suggest that all factors (including lag 
value of the respective dependent variables), taken together, explain 94.3 percent of 
the variation in total expenditure, 92.7 percent of the variation in defence expenditure, 
98.2 percent in committed expenditure and 89.3 percent in non-developmental non-
committed expenditure. Per capita income is the only significant explainatory variable 
for all categories of government expenditure. It explains alone nearly 78.2 percent of 
the variation in total expenditure, nearly 83.9 percent of defence expenditure, 96.1 
percent of committed expenditure and nearly 67.9 percent of non-developmental non-
committed expenditure. This finding confirms the findings of earlier studies on the 
subject. The lag values of total expenditure and defence expenditure are also found 
significant. But no such statistical significance is witnessed in the case of lag values 
of committed expenditure and non-developmental non-committed expenditure. Index 
207 
of trade openness, technological change, relative price index of public sector goods 
and socio-cultural and political philosophy of the country are not found statistically 
significant for our data. Thus what we find from our empirical analysis is that 
Wagner's law is valid for aggregate as well as various categories of Central 
government expenditure in India even for a period of just fourteen years. 
Results of Partial Adjustment model for developmental and non-
developmental expenditures show that about 98.8 percent of the total variation in 
developmental expenditure is explained by the level of economic development and 
the developmental expenditure of the previous period together. On the other hand, 
99.6 percent of the total variation in non-developmental expenditure is explained by 
the level of economic development and the previous value of non-developmental 
expenditure together. Further more, the speed of adjustment between the actual and 
the desired levels is greater in case of non-developmental expenditure (X.=0.524) then 
in the case of developmental expenditure (k = 0.235). 
8.6: Policy Recommendations 
The trends analysed in this study lead us to infer that despited various efforts 
made by the government to control the size and composition of public expenditure, 
the outcome could not be achieved in the desired direction. In the light of our 
findings, following suggestions may be made so as to have a better compliance in the 
system of public expenditure management. 
(i) It has been found in the present study that per capita real expenditure has 
grown at a faster rate than per capita real GDP. It is, therefore, suggested 
that the total volume of expenditure must be curtailed to avoid per head 
deficit, 
(ii) It has also been observed that the increase in non-developmental 
expenditure on revenue account has been faster, and that too, at the cost of 
developmental expenditure on Capital account. It is thus, necessary to 
reprioritise and restructure government expenditure. 
(iii) On the non-developmental front, interest payment is found to be the fastest 
growing item. So it is desirable for the government either to curtail its 
borrowing (both internal and external) or to use the borrowed fund on 
productive activities. 
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(iv) Likewise, expenditure on administrative services has also increased 
tremendously. Therefore, this expenditure can be optimised. Government 
offices should be managed with every economy in operating expenses such 
as maintenance of buildings and office equipments, lighting, conservancy, 
stationery and postage etc. Personal use of office property should be 
avoided. The time and resources allotted for work to all government 
employees irrespective of their post and grade should be managed 
efficiently. There should be downsizing, wherever there is a problem of 
'over staffing'. Foreign trips of government officers should be restricted 
only to unavoidable purposes. 
(v) Subsides are not bad provided they reach the intended sections. But it has 
been observed that fruits of subsidies are not really enjoyed by the needy 
sections. The government should there make a mechanism free from all 
hurdles to ensure that the benefits of various subsidies reach the intended 
sections. Further more, the government should gradually cut the amount of 
the subsidies in a phased manner. 
(vi) On the developmental side, expenditure on social and community services 
as percent of GDP has not growth at the pace it ought to grow. This in an 
alarming situation for a developing country like ours. The government 
must reallocate its funds in a manner so as to increase the amount of its 
resources to social sector. Components like education (specially primary 
education), medical, public health, sanitation and water supply, etc., 
should be given special priority. Transfer of ownership in some cases to 
the private entrepreneurs may improve the delivery of public services like 
education, medical, transportation and communication, etc. 
(vii) Increased use of Information and Communications Technology should be 
further encouraged, with a view to ensuring better utilisation of resources 
available with the government and improved delivery of public services. 
(viii) Institutional reforms such as improvements in the inter-governmental 
transfer system, borrowing mechanisms for State government and 
budgeting practices and norms, are seriously required. These institutional 
changes should, however, be accompanied by clean political environment 
guided by the principles of transparency and accountability. 
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(ix) Many studies highlighted the fact that there is a greater role of 
bureaucratic power in influencing the volume of public expenditure in 
India. 
(x) In brief, recommendations of Expenditure Reforms Commission should be 
implemented strictly, as they cover all aspects of government expenditure 
management. 
(xi) The government should also improve the quality of its statistics relating to 
fiscal parameters and macro economic aggregates. It is observed during 
the course of this work that the data on Central government finances and 
other macro economic aggregates differ for a particular year not only in 
different sources, but also within the same source, for which strong 
reasons could not be identified. 
(xii) A similar study such as the present one may be carried out with longer 
period of analysis including the expenditure of both the Central as well as 
the State governments. The impact of Fiscal Responsibility and Budget 
Management Act, 2003 on the control of public expenditure may also be 
examined. 
210 
Appendix Table A.2.1 
The Association of Individual Determinant with Government Expenditure 
Factor 
Per Capita Income 
Median family income 
Urbanisation 
Population density 
Government deficit (lagged) 
Population growth 
Inter-governmental aid 
Index of proportional representation 
Measurement of "conservative" government 
Regional effect 
Real property assessed value 
Tax limits 
Percent population foreign-bom 
Percent property owners 
Value of industrial property 
Percent population of school age 
Yield of representation tax system 
Tax-effort 
Population 
Previous level of population 
Trade openness 
Technological change 
Socio-cultural and political philosophy 
Relative price index of public sector goods 
Dependency ratio 
Degree of unionisation 
Ratio of direct taxes to total taxes 
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Appendix Table A.2.3 
Expenditure Management: Initiatives Taken by the Central Government during 
tlie Last Fifty Years 
Decade Initiatives Taken 
1950s Establishment of the Planning Commission with primary responsibility 
for the allocation and monitoring of the utilisation of resources for the 
planned economic development of the country. 
Establishment of a committee on plan projects (COPP) and a 
programme evaluation orgnisation (PEO) to review and evaluate 
selected plan projects and programmes. 
Establishment of a Department of Expenditure, with responsibility for 
financial controls (observance of financial regulations and overall 
management of payment process including pre-audit of payments). The 
Department of Economic Affairs continued to be responsible for the 
preparation of the annual financial statement (budget) and for the 
determination of the aggregate levels of expenditure and for sub-
allocation among various expenditure components. 
Introduction of the attached financial advisers scheme and delegation 
of enhanced financial powers to spending ministries. 
Establishment of a staff inspection unit (SIU) - also known as staff 
reorganization unit (SUR) in the Department of Expenditure to review 
the sanctioned staff (personnel) strength of organisation. 
Establishment of a cost accounting unit in the Department of 
Expenditure, primarily dealing with the accounting systems in the 
growing sector of state owned enterprises [then know as public sector 
units (PSUs)]. 
Establishment of a cell in the ministry if finance, to coordinate the 
activities of the PSUs. This came to be called, years later, as the bureau 
of public enterprises. The bureau was shifted, periodically, from the 
Ministry of Finance to other ministries. 
Beginning of a recognition of the imperative need of budgetary reform, 
in particular, a performance based system. A major report on the 
subject was issued by the Lok Sabha secretarial. 
Emergence of a three pronged approach to expenditure control - (a) 
non-plan, rupee expenditure control by the Department of Expenditure, 
(b) plan expenditure control by the Planning Commission, and (c) 
foreign exchange expenditure control by the Department of Economic 
Affairs. With the full eruption of a foreign exchange crisis in the later 
part of the decade, the Department of Economic Affairs became the 
focal point for the coordination of foreign aided outlays. 
As a preliminary step in the separation of accounts from audit, a pay 
and accounts office was established in a couple of Central ministries 
1960s A system of functional and account classification of budget 
transactions was introduced on a supplementary basis. The compilation 
itself was undertaken as a distinct exercise after the submission of the 
budget to the parliament. It was intended to provide meaningful 
information in terms of economic categories. In due course, many State 





Feasibility studies were undertaken in the Planning Commission 
regarding the introduction of performance budgeting. 
Initiatives Taken 
. The developments in external relations necessitated the introduction of 
austerity management approaches. The approach was to secure enhanced 
defence capability while pursuing economic development. Although 
several austerity measures were taken in the previous years reflecting the 
resource shortage, it became an important dimension of expenditure 
management in the aftermath of Indo-China war in 1962. 
• During the second half of the decade, an overhaul of the administrative 
system was undertaken through the appointment of the administrative 
reforms commission with wide ranging terms of reference. It issued 
several reports covering several areas. In so far as expenditure 
management is concerned, the following measures were important: 
- introduction of performance budgeting in the Central government 
on a supplementary basis; 
- simplification of the accounting system through the abolition of 
suspense and settlement accounts, and personal deposit account. 
The structure of appropriation accounts was also sought to be 
simplified; 
- measures were to be taken to delegate higher financial powers to 
the administrative ministries; and 
- audit of the commercial and manufacturing enterprises functioning 
in the burgeoning public sector was to be strengthened through the 
appointment of subject specialists. Audit boards were organised for 
the purpose. 
• A comprehensive system of budget classification in functions, 
programmes and activities was introduced. It provided a link with the 
plan and facilitated the compilation of national income accounts. 
• Accounts were separated from audit in the Central government and a 
separate civil accounts service was organised. 
• To strengthen the financial management capacity in administrative 
ministries, a revised system of integrated financial advisers was 
introduced. They were to be considered as integral parts of the 
administrative ministries and not as outposts of the Ministry of Finance. 
• A project appraisal division was set up in the Planning Commission so 
that a systematic pre-budget evaluation could be undertaken of the 
proposed projects that involved huge outlays. 
• A projects information system, inspired by the Management Information 
Systems, was also organised in the Planning Commission. 
• Establishment of a public investment board to review proposed major 
projects as a penultimate step to their approval by the cabinet. This was 
intended to strengthen the process of pre-budget scrutiny and to avoid 
projects that would prove be unproductive. 
• Fiscal stress management became a dominant theme as agreements were 
concluded with international financial institution on an extended basis. 
Major features of this management included the following elements: 





review of the continuing programmes; 
- introduction of a regular monitoring system to ensure that budget 
implementation was according to schedule and that credit limits 
were observed; 
- selective hiving off activities that tended to exacerbate the budget 
deficit magnitudes. As a part of this effort, an oil coordination 
committee was set up to determine the prices of oil products and to 
keep the financing of those products as a balancing exercise 
maintained by the oil companies themselves, outside the budget; 
and 
- concerted efforts began to be made to apply the information 
technology to the compilation of the budget and to facilitate 
payments. A Central computerised pension payment system 
(limited to civilian employees) was established. 
. Complete rupee budgeting, a consequence of economic liberalisation, 
was introduced. Foreign exchange budgets and related controls were 
given up. 
. As a consequence of fiscal stress, more belt tightening measures were 
under taken including the reintroduction of zero-base budgeting. 
. Improved methods of cash management were introduced. 
. Payment and receipt collection processes were further refined and 
reporting lags were substantially reduced. 
. Revival of standing finance committee and consultative committees as a 
part of an effort to shore up legislative control. 
. Introduction of fiscal responsibility and budget management legislation. 
This specified targets of fiscal deficit, as well as limits on guarantees. 
Public debt management responsibilities were also specified anew. 
• A national expenditure commission was appointed to secure economies 
in expenditure. 
• Introduction of reporting of government finance data in terms of 
international guidelines. 
. Introduction of outcome and gender budgeting. 
• A modified accrual accounting system, applicable to the three-tie 
structure of panchayati raj institutions also, was introduced. 
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Appendix Table A.3.1 
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Growth rate (% per annum) 
1980-81 to 2003-04 
1980-81 to 1990-91 
1990-91 to 2003-04 

















































Source: 1. National Accounts Statistics (GOI) (various issues) 
2. Computed 260 
Appendix Table A.3.2 


















































































































































































Growth rate (% per annum) 
1980-81 to 2003-04 15.60 
1980-81 to 1990-91 19.20 
1990-91 to 2003-04 13.79 
Income-elasticity 
1980-81 to 2003-04 1.07 
1980-81 to 1990-91 1.31 
1990-91 to 2003-04 1.02 
Correl. (Rev., Cap.) 
1980-81 to 2003-04 
1980-81 to 1990-91 
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Appendix Table A.4.2 
Correlation Coefficient between Developmental and Non-developmental Expenditures 
Period 
1980-81 to 2003-04 
1980-81 to 1990-91 
1990-91 to 2003-04 


























Note: Correlation coefficients between capital accout of developmental expenditure and 
revenue account of non-developmental expenditure in nominal terms during 1980-81 to 2003-
04, during 1980-81 to 1990-91 and during 1990-91 to 2003-04 are respectively 0.83, 0.86 and 
0.84. On the other hand, in real terms, these are -0.57, 0.22 and 0.06 respectively for the same 
periods. 
Source: Computed from Appendix Table A.4.1 
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Appendix Table A.5.1 


















































































































































































Growth rate (% per annum) 
1980-81 to 2003-04 
1980-81 to 1990-91 
1990-91 to 2003-04 
Income-elasticity 
1980-81 to 2003-04 
1980-81 to 1990-91 
1990-91 to 2003-04 
Correl.(Rev., Cap.) 
1980-81 to 2003-04 
1980-81 to 1990-91 




































Source: 1. Same as in Appendix Table A.3.2 
2. Computed 
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Appendix Table A.5.2 








































































































































































































































Source: 1. Same as in Appendix Table A.3.2 
2. Computed 
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Appendix Table A.5.3 


















































































































































































Growth rate (% per annum) 
1980-81 to 2003-04 1.05 
1980-81 to 1990-91 19.79 
1990-91 to 2003-04 -5.93 
Income-elasticity 
1980-81 to 2003-04 
1980-81 to 1990-91 
1990-91 to 2003-04 
Correl.(Rev., Cap.) 
1980-81 to 2003-04 
1980-81 to 1990-91 




















































Appendix Table A.5.4 
Components of General Economic Services (in percent) 
Invt in Gen Fin 


















































































































































































































































Source: 1. Same as in Appendix Table A.3.2 
2. Computed 
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Appendix Table A.5 
Trends in Expenditure on Other Economic 
5 


















































































































































































Growth rate (% per annum) 
1980-81 to 2003-04 
1980-81 to 1990-91 
1990-91 to 2003-04 
Income-elasticity 
1980-81 to 2003-04 
1980-81 to 1990-91 
1990-91 to 2003-04 
Correl.(Rev., Cap.) 
1980-81 to 2003-04 
1980-81 to 1990-91 











































Source: I. Same as in Appendix Table A.3.2 
2. Computed 
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Appendix Table A.5.6 







































































































































































































































Source: 1. Same as in Appendix Table A.3.2 
2. Computed 
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Appendix Table A.5.7 







































































































Medical, Public Health, 


























































































Source: 1. Same as in Appendix Table A.3.2 
2. Computed 
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Appendix Table A.5.7 







































































































Medical, Public Health, 


























































































Source: 1. Same as in Appendix Table A.3.2 
2. Computed 
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Appendix Table A.6.1 


















































































































































































Growth rate (% per annum) 
1980-81 to 2003-04 
1980-81 to 1990-91 
1990-91 to 2003-04 
Income-elasticity 
1980-81 to 2003-04 
1980-81 to 1990-91 
1990-91 to 2003-04 
Correi.(Rev., Cap.) 
1980-81 to 2003-04 
1980-81 to 1990-91 








































Source: 1. Same as in Appendix Table A.3.2 
2. Computed 
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Appendix Table A.6.2 


























































































































































Source: 1. Same as in Appendix Table A.3.2 
2. Computed 
274 
Appendix Table A.6.3 


















































































































































































Growth rate (% per annum) 
1980-81 to 2003-04 
1980-81 to 1990-91 
1990-91 to 2003-04 
Income-elasticity 
1980-81 to 2003-04 
1980-81 to 1990-91 
1990-91 to 2003-04 
Correl.(Rev., Cap.) 
1980-81 to 2003-04 
1980-81 to 1990-91 











































Source: 1. Same as in Appendix Table A.3.2 
2. Computed 
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Appendix Table A.6.4 


















































































































































































Growth rate (% per annum) 
1980-81 to 2003-04 
1980-81 to 1990-91 
1990-91 to 2003-04 
Income-elasticity 
1980-81 to 2003-04 
1980-81 to 1990-91 
1990-91 to 2003-04 
CorreI.(Rev., Cap.) 
1980-81 to 2003-04 
1980-81 to 1990-91 



































Source: 1. Same as in Appendix Table A.3.2 
2. Computed 
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Appendix Table A.6.5 




































































































































































































































Source: 1. Same as in Appendix Table A.3.2 
2. Computed 
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Appendix Table A.6.6 





































































































































































































































Source: 1. Same as in Appendix Table A.3.2 
2. Computed 
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Appendix Table A.6.7 
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